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The Health Care Financing Ad- 
ministration (HCFA) was established 
to combine health financing and 
quality assurance programs into a 
single agency. HCFA is responsible 
for the Medicare program, federal 
participation in the Medicaid pro- 
gram, the Professional Standards 
Review program, and a variety of 
other health care quality assurance 
programs. 

The mission of the Health Care 
Financing Administration is to pro- 
mote the timely delivery of ap- 
propriate, quality health care to its 
beneficiaries — approximately 47 
million of the nation’s aged, disabled 
and poor. The agency must also en- 
sure that program beneficiaries are 
aware of the services for which they 
are eligible, that those services are ac- 
cessible and of high quality, and that 
agency policies and actions promote 


efficiency and quality within the total 
health care delivery system. 


Forum, the official magazine of 
HCFA, is published to inform a wide 
audience on all aspects of health care 
financing and the activities and pro- 
grams of the agency. Among its 
readers are health care administra- 
tors, planners, and other profes- 
sionals; state health and health finan- 
cing agencies; and major public and 
private corporations, institutions, and 
associations that finance health care 
for their members or employees. 

Forum provides information on ac- 
tions and policies that promote 
efficiency and quality within the total 
health care system, promoting discus- 
sion and debate of the complex issues 
and problems relating to health care. 
By soliciting views from outside 
HCFA and the Department, Forum 
contributes to a constructive relation- 
ship and dialogue among the agency 
and health care providers, third-party 
payers, and other segments of its 
readership. & 


Editorial 
Comment 


The rules of the game. Sometimes health 
care is made to seem like a contest in which 
the players—patients, providers, third-party 
payers, administrators, government—all 
have different, often conflicting objectives. 
At first glance, the analogy is apt. 

For example, if you want to play the 
health care game with federal dollars, the 
rule book is the Code of Federal Regulations. 
HCFA helps write it—at least the parts 
about Medicare and Medicaid. The HCFA 
official who oversees the regulation process 
describes it in this issue. If you are a player, 
you should read her account. 

But federal rules are by no means the only 
ones. There are also the rules of the market- 
place. Out in California, a firm called U.S. 
Administrators, Inc., is coming out ahead, 
playing on behalf of its clients—big em- 
ployers and unions for which “USA” man- 
ages health benefits plans. But USA’s game 
is one in which there are many more winners 
than losers—clients, beneficiaries, hospitals, 
physicians, all come away with advantages. 
USA’s founder and president tells readers 
how he made up some rules as he went along. 

The marketplace has a lot to do with 
health care technology too. Big stakes are 
involved when you talk about CT scanners 
or their expensive relatives, PETT scanners. 
First moves toward heavy hardware are often 
made by hospitals, backed up by physicians 
and technicians, as well as—yes—patients, 
who want the latest and best in care. Then 
the program managers—federal and state— 
and the insurers react. Players may not 
“pass”—decisions must be made. Read our 
two articles describing the perplexities facing 
HCFA and the new National Center for 
Health Care Technology. 


Sometimes the players themselves change 
the rules, as in the case of PSROs—the state 
and local organizations that review health 
care throughout the country. While the 
government mulled over the inclusion of 
non-physicians on PSRO boards, quite a 
few PSROs boldly seized the initiative and 
made it an accomplished fact. Let the head 
of the Bronx PSRO tell you about its na- 
tional survey on the matter. 

The National Health Service Corps 
deploys its recruits through the country 
somewhat like chessmen on a board, except 
that there are always more square (sites) 
than there are pieces (health care profes- 
sionals) to occupy them. The corp’s director 
describes how residents of the medically 
underserved communities, where NHSC 
professionals are placed, come up winners. 

Are the rules different in other countries? 
In surprising ways, China’s health care 
system resembles ours, but there are big 
differences too. Learn how China’s old 
standards—such as concern for the elderly— 
combine in interesting ways with new edicts 
—family planning—to the benefit of most 
everyone. 

The comparison between the health care 
system and a game is not made frivolously. 
For, ideally, all the participants have an 
important goal: to provide the best possible 
health care to those who need it, at an afford- 
able cost. Good health is a universally 
sought prize. 


Virginia T. Douglas 
Editor 
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cut health care costs 

by Samuel X. Kaplan 

Discount claims, but pay prompt- 
ly, says head of U.S. Ad- 
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COST CONTAINMENT, A TERM 
coined by national health policy 
makers a few years ago, seems to be 
an elusive phantom for its advocates 
in Washington and the state capitals. 

But for the nearly two million 
enrollees in well over 100 health bene- 
fit plans sponsored by employers and 
unions throughout the country and 
managed by U.S. Administrators, 
Inc. (USA), cost reduction (not just 
containment) in health care is a 
reality. 

Los Angeles-based USA is a con- 
tract administrator of employee bene- 
fit and workers’ compensation plans 
for companies and unions that choose 
to self-fund (rather than use third- 
party insurers) or to use insurers sole- 
ly to underwrite the risk. 

USA has pioneered and implement- 
ed sophisticated, innovative tech- 
niques for cost containment and utili- 
zation review. The firm, which em- 
ploys 460 persons, was formed 17 
years ago. It also has offices in San 
Francisco, New York, Montreal, and 
Washington, D.C. 

This year, USA will pay out almost 
$500 million in claims to hospitals, 
physicians, and other providers of 
health services. It will process over 
3-million medical claims, 1-million 
dental claims, 6-million prescription 
drug claims, and 300,000 vision 
claims. 


USA has pioneered 
sophisticated, innova- 
tive methods for 
health care cost 
containment. 


Without government assistance 
and without increasing out-of-pocket 
costs to enrollees or decreasing their 
benefits, USA has actually cut health 
care costs for its clients. Among the 
techniques used: 


e Utilization review, using com- 
puterized data to determine if treat- 
ment is appropriate and necessary to 
the diagnosis; 





e Reasonable charge screening, 
based on USA’s own coded list of 
medical procedures and prevailing 
community fee schedules; 


e Peer review, by a panel of dis- 
tinguished physicians, of disputes re- 
lating to appropriateness of treatment 
and charges; 


e Protection of patient, where 
medical providers seek to collect for 
services USA deems overpriced or un- 
necessary; 


e Prompt reimbursement to pro- 
viders of care, for reasonable 
charges; 


e Discounting of hospital bills; 


e Second opinions for elective sur- 
gery; 


e Predetermination of hospital 
stay; 


e Careful review of hospital ancil- 
lary charges. 


Some of these techniques are uni- 
que; some are used by other third- 
party payers of health care charges. 
USA has developed a management 
system that combines diligent perfor- 
mance of accepted practices with the 
aggressive pursuit of quality assur- 
ance. 

Computers are vital to these man- 
agement operations, but at USA peo- 
ple and machines work together to 
ensure that only reasonable claims for 
medically necessary and appropriate 
services are paid. 

That USA’s system is effective is at- 
tested to by USA clients, which in- 
clude some 20 corporations, such as 
Aerojet-General, Allied Chemical, 
Johns-Manville, Curtiss-Wright, and 
Control Data; the City of New York 
and the Los Angeles Department of 
Water and Power; and 99 labor-man- 
agement trust funds, such as those of 
the Teamsters and Laborers. 


According to Freddie F. Sanchez, 
secretary-treasurer of the 65,000- 
member Teamsters California State 
Council of Cannery and Food Proc- 
essing Unions, USA has provided ex- 
cellent services to the unions’ mem- 
bers, and its quality of management 
has resulted in lower costs for 
employers as well as for the seasonal 


employees, who must personally con- 
tribute to the plan. 

After studying USA’s operation, 
the General Accounting Office (GAO) 
stated that “U.S. Administrators has 
no peer in its ability to control the 
cost of health care without denying 
participants access to the system.” By 
invitation, this writer has testified to 
the effectiveness of the firm’s methods 
before the Subcommittee on Com- 
pensation and Employee Benefits, 
Committee on Post Office and Civil 
Service, U.S. House of Representa- 
tives. 


Self-funding pays off 


USA’s success today stems in part 
from failure—not its own, but the 
failure of insurance companies and 
the Blue Cross/Blue Shield plans that 
administer private health benefits 
plans to take positive action on behalf 
of their corporate and union clients to 
contain costs of coverage. Unending 
increases in the price of health care 
have made this shortcoming highly 
visible on corporate operating state- 
ments. 


Insurance companies 
and Blue Cross/Blue 
Shield plans have 
failed to take action to 
contain costs. 


The taxpayer also gets stabbed in 
the pocketbook. According to a re- 
cent GAO report, health plans under 
the mammoth program of health 








Samuel X. Kaplan is president of 
U.S. Administrators, Inc., and Pre- 
paid Prescription Plans, Inc. His 
background in engineering and in- 
surance has enabled him to recugnize 
the importance of using both com- 
puters and appropriate business 
methods in managing health care 
plans. Holder of a BSME from the 
State University of Iowa, he also did 
university work at Colorado State 
College and Loughborough College 
in England. 
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benefits for federal employees (par- 
tially funded from federal revenues) 
have paid claims for noncovered 
medical services without determining 
whether the services were necessary or 
the charges reasonable. 

As a result, business, labor, and 
governmental units in increasing 
numbers have quietly decided to 
finance their own health benefits 
through self-funding programs. Self- 
funding produces immediate savings 
through elimination of taxes on in- 
surance premiums and the marketing 
costs charged by insurers and Blue 
plans. Also, the self-funded plan need 
not pay someone else to maintain a 
reserve. 

Some companies, satisfied with the 
savings, stop there. But others look 
further, and it is here that the profes- 
sional, third-party administrator 
(e.g., USA, Inc.) enters the picture. 
His client is the company or labor 
management trust —not the insurance 
company stockholders, who would 
not benefit from reduced premium in- 
come resulting from aggressive man- 
agement of medical claims. Nor is the 
third-party administrator beholden to 
the boards of hospital associations 
nor to the trustees of the state medical 
societies, which created and frequent- 
ly control Blue Cross and Blue Shield 
plans. 

The third-party administrator pro- 
mises cost benefits as a result of im- 
proved management. To hold the 
client, this goal must be met. 

But the responsibility is not only to 
the client. As a third-party admini- 
strator, USA views its commitment as 
three-fold: (1) to protect and be an 
ombudsman for the patient; (2) to 
completely and quickly serve the 
capable and cooperative provider of 
health care; and (3) to guarantee fiscal 
responsibility to the client, whether a 
corporation, a Taft-Hartley trust, or 
a governmental unit. 


Watchword is “management” 

To meet its commitments, USA has 
adopted a watchword: management. 
The company’s management pro- 
cedures divide themselves into two 
distinct categories: 


1. Routine functions common to 
the insurance business —the mechani- 





cal tasks of claims processing, pay- 
ment, accounting, data collection, 
and tabulation. 


2. Special functions that assure 
quality—claims review, analyses of 
provider activity, monitoring ancil- 
lary and ambulatory services, in- 
house peer review, second opinions 
for elective surgery, review and 
reduction of hospital costs, stopping 
dishonest practices, paying only for 
services performed, and educating 
physicians to the frequency and costs 
of hospital ancillary procedures. 


Good management 
does not mean pas- 
sing the buck to the 
patient. 


Both sets of tasks are essential to 
the successful management of a 
health benefits plan, but the latter 
tasks are often controversial. Seg- 
ments of the medical community may 
object, but managers can no longer 
ignore the quality assurance function. 

But management does not mean 
passing the buck to the patient. Our 
beneficiaries are held harmless with 
respect to disallowed charges. There 
is neither cost containment nor good 
management when such charges are 
billed to the patient, when the patient 
must assume an ever-broadening por- 
tion of medical costs, or when 
benefits are cut to reduce costs. USA 
avoids these traps. 

Following is a more detailed de- 
scription of how USA works to con- 
tain medical and hospital costs for its 
clients. 


Bells and whistles go off 

Most physicians and other pro- 
viders of care are basically honest and 
doing a good job. But over-utilization 
of services can be a significant cause 
of inflation in medical costs. We find 
various reasons for over-utilization: 
one is physician error or carelessness 
in ordering certain tests or treatment, 
another is inadequate training —the 
physician who is unsure of diagnosis 
or treatment, will attempt to cover all 





bases. Then a few providers are guilty 
of deliberate, routine over-utiliza- 
tion. But a major factor, we find, is 
patient demand: some doctors, basic- 
ally conservative clinically, find they 
must order extensive, perhaps unnec- 
essary tests and regimes, in order to 
hold their patients. 

An important, method by which 
USA controls medical costs for its 
clients is utilization review—a study 
of services provided by physicians to 
patients to determine appropriateness 
and necessity of care. Quality of care 
is considered as well as cost. 

USA’s computerized utilization re- 
view system can spot yo-yoing, a 
practice whereby a physician keeps a 
patient coming back for often un- 
necessary Office visits or injections, 
and ping-ponging, referring a patient 
to various physicians ° who have 
formed “referral rings.” 

Physicians’ claims for reimburse- 
ment are matched against the pa- 
tients’ diagnosis. For instance, why 
pay for an unexplained chest x-ray 
for a patient diagnosed as diabetic, 
but with no record of a blood-sugar 
test? In the patient’s interest, should 
not the diagnosis be verified by the 
appropriate test? The USA computer 
sorts out these questions and kicks 
out such claims for its physician-con- 
sultants to review. The system has 
identified a surgeon who planned to 
remove the second and only remain- 
ing kidney from a patient, and it fre- 
quently catches dentists claiming they 
have filled teeth that have already 
been extracted. 

The bells and whistles in USA’s 
computer also go off when it appears 
a patient may be abusing the pro- 
gram. For example, patients have 
been found to be receiving prescrip- 
tions for tranquilizers from numerous 
physicians and filling them from 
different pharmacists. 


Of course, USA’s system is not 
unlike the methods used to process 
claims in the various Medicaid pro- 
grams. But GAO has reported that 
these state systems are frequently 
operated simply as claims’ processing 
mechanisms, with the edits and audits 
(utilization review elements) turned 
off. At USA, the utilization review 
alarm system is always “on.” 
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USA’s system for monitoring utili- 
zation contains a unique element. 
This is its model treatment program, 
a computerized process that, for each 
claim, measures the appropriateness 
and necessity of treatment against a 
standard. The computer checks for 
possible over- and under-utilization, 
excessive charges, and services that 
do not conform to accepted standards 
of practice. 

Each physician service (office visits, 
medical services, x-rays, laboratory 
work, etc.) is screened with respect to 
the diagnosis. The program contains 
reasonable treatment procedures, 
tests, lengths of stay, and other infor- 
mation for each disease in the Inter- 
national Classification of Disease 
codes. 

Initial screening criteria for the 
model treatment program were devel- 
oped by a group of distinguished 
physicians, surgeons, dentists, podia- 
trists, and chiropractors, employed 
by USA as consultants. All members 
of the group are practicing profes- 
sionals who also teach on the faculties 
of major schools of medicine and 
other health disciplines. 

Working in conjunction with their 
peers and their professional specialty 
societies, the consultants compiled 
and refined available information on 
health care, combining this with their 
own expert knowledge and experience 
to develop criteria for the model 
treatment program. 


Determining “reasonable charge” 

To help determine the appropriate- 
ness of the physician’s fee claimed, 
USA developed a “reasonable charge 
screen.” This is based on USA’s own 
relative value system (RVS), a numer- 
ically coded list of medical proced- 
ures. To each procedure are assigned 
points that quantify its monitary 
value in relationship to other proced- 
ures listed, based on normal physi- 
cians’ fees for the area. 

USA staff run a continuous, paral- 
lel check between its RVS and other, 
similar codes for medical for medical 
procedural terminology in general 
use. These include the California 
Medical Association’s California 
relative values studies (CRVS) and 
the American Medical Association’s 





current procedural terminology 
(CPT). Without an independently 
operating RVS (one not controlled by 
the physician community), USA’s 
ability to reduce costs would be con- 
siderably weakened. 

After the appropriateness of both 
the treatment and the fee is deter- 
mined, USA promptly pays the claim. 
(Because 96 percent of the checks 
USA writes go directly to a provider, 
USA exerts considerable control over 
payment.) 

But if a claim is judged to be ex- 
cessive or for unnecessary services, 
USA sends the billing physician a let- 
ter notifying him or her that the claim 
in question is being partially or totally 
denied and citing the reason. For ex- 
ample, a physician may submit a 
claim of $150 for a service normally 
priced at $125 in the area. USA sends 
the physician $125 and explains why. 
A copy of the letter also goes to the 
patient. 


Quick payment reduces sting 

Quick processing of claims is an 
essential element for success in all of 
USA’s review and payment proced- 
ures. USA strives to pay unques- 
tioned medical claims (those that 
meet its utilization and cost criteria) 
within 48 hours of receipt and hos- 
pital claims within 24 hours. Given 
today’s high cost of money, providers 
are more likely to accept reduced fees 
or denial of procedures, if the ap- 
proved charges are processed quickly. 
Fast action takes out some of the 
sting. 


Unquestioned medical 
claims are paid within 
48 hours; hospital 
claims with 24. 


In 60 percent of these cases, USA 
finds that the physicians concur with 
or do not dispute its decision and ac- 
cept the payment in full. In 30 percent 
of cases, the physician supplies addi- 
tional information to justify the 
higher fee, which USA then pays, 
while in 10 percent there is a dispute. 





In disputed cases, USA’s physician 
consultant (always a member of the 
same specialty as the complaining 
physician) advises his peer that USA 
will welcome litigation of the dispute 
and that the company will defend the 
patient. Almost without exception, 
the physician drops his claim. 

(Some health care providers con- 
sider a review of the appropriateness 
of treatment to be an intrusion into 
their relationships with their patients; 
others resist utilization review be- 
cause they believe there is no practi- 
cal, medically sound way to protect 
their professional integrity while 
undergoing such a review. USA’s ex- 
perience is that the use of eminent, 
highly respected teaching practition- 
ers as consultants in disputes over 
medical utilization or fees greatly 
facilitates an equitable resolution of 
the matter.) 

But denial or reduction of a claim 
does not mean that the financial 
burden is merely shifted to the pa- 
tient. USA guarantees that the patient 
is held harmless in such cases. When 
reducing or denying a claim, USA 
simultaneously sends the patient a 
copy of the letter sent to the physi- 
cian, under a cover letter advising the 
patient not to pay if the physician 
tries to collect directly from him or 
her. If such a bill is received, the pa- 
tient is told, it should be forwarded to 
USA, which will defend the patient 
against the claim. A copy of the USA 
letter to the patient is also sent to the 
physician. 


Deciding on elective surgery 


As part of its effort to reduce 
medical costs, USA has instituted a 
second surgical opinion program for 
its beneficiaries. Such a program rep- 
resents an attempt to monitor and 
control what are viewed as excessive 
rates of elective surgery (any opera- 
tion not performed as an emergency). 

Should a second opinion program 
be mandatory or voluntary? USA 
views a mandatory program as having 
greater cost-saving potential. Also, 
some patients hesitate to go against 
their doctors’ opinions. Making it 
mandatory to seek another opinion 
eases the situation by removing the 
responsibility from the patient. 
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But there are drawbacks to a man- 
datory system. It calls for a greater 
commitment to employee education, 
and consulting surgeons must be 
made available in all areas where 
employees are domiciled. Enforce- 
ment can become an issue. What 
should be done if the patient decides 
to have surgery even with a noncon- 
fiming second opinon? Do we allow a 
third opinion and, if nonconfirming, 
still indemnify the patient who pro- 
ceeds with surgery? 


Predetermination has 
cut length of hospital 
stays by beneficiaries 
by 18%. 


USA handles seconds opinions as 
follows: Whenever a beneficiary is ad- 
vised of the need for an elective 
operation, USA asks the patient to 
obtain a second opinion from a 
board-certified surgical specialist. It is 
USA’s policy that, if the decision is in 
the affirmative, the second-opinion 
surgeon may not perform the surgery. 
In this way, objectivity and medical 
ethics are preserved. 

At this time, USA has no con- 
clusive data on cost savings due to its 
second surgical opinion program, 
despite its belief in its potential. USA 
is, however, undertaking longitudinal 
studies of its effects, which will prob- 
ably take at least five years to com- 
plete. Cost savings are expected to 
prove to be from 8 to 10 percent, well 
worth the effort. 


Major savings on hospital costs 

Realizing that hospital charges rep- 
resent a sizable share of health care 
costs, USA has developed a number 
of effective ways relating to hospital 
stay, ancillary services, weekend ad- 
missions, and discounting, to reduce 
these charges. 

For instance, most hospitals 
operate below a break-even occupan- 
cy point, which the industry says is 80 
percent. USA wants to be sure that a 
hospital does not retain beneficiaries 
as patients simply to facilitate its 





fiscal needs. Also, of course, patients 
should not be allowed additional time 
in the hospital at their own discretion. 

To forstall these situations, USA 
uses “length of stay screens” to pre- 
determine the patient’s hospital stay. 
When a hospital admissions’ office 
calls USA for information on eligi- 
bility and benefits upon admitting one 
of its beneficiaries, USA asks for the 
diagnosis and the name of the attend- 
ing physician. Based upon that diag- 
nosis, USA determines an authorized 
length of stay, both with and without 
surgery, so advises the hospital, and 
sends a confirming letter. The same 
day, the attending physician is noti- 
fied by letter of the authorized length 
of stay and is advised that any addi- 
tional stay must be justified. Prede- 
termination has resulted in an 18 per- 
cent decrease in the length of hospital 
stays by beneficiaries of USA’s par- 
ticipating health plans. 


As with medical charges, hospital 
bills that neither reflect the predeter- 
mined length of stay nor carry added 
justification are promptly sent a 
reduced payment and an explanation. 
The hospital is given an opportunity 
for appeal and documentation, but is 
advised not to bill the patient for 
disallowed charges. The same pro- 
cesses apply when ancillary charges 
and weekend stays (discussed below) 
are involved. In nine years of process- 
ing hospital bills, USA has never had 
hospitals refuse this kind of “assign- 
ment of benefits” for beneficiaries. 
Particularly not when _ hospitals 
realize that the 14 to 20 percent cost 
of borrowed money makes a good 
cash flow essential. 


Ancillary charges abused 


Ancillary charges offer another 
potential for savings. When a hos- 
pital increases its daily room rate, the 
media quickly publicize the high cost. 
But when laboratory, radiology, 
pharmacy, central supply, and similar 
charges are increased, there is usually 
no publicity. The proprietary 
hospitals learned this quickly, and the 
rest have followed suit. Charges for 
ancillary services now exceed 50 per- 
cent of the average total hospital bill 
and are escalating fast. 





For these charges, USA _ has 
established a hospital ancillary charge 
screen, basing its parameters upon its 
medical consulting staff's knowledge 
of each common ancillary procedure. 
The screen. gives USA an important 
tool in curbing the rising cost of 
hospital care and assures that USA 
pays only for those charges that are 
reasonable, necessary, and were per- 
formed. Properly implemented, the 
screen reduces the total hospital bill 
by an average of 9 percent. 

Most prevalent abuses are found in 
claims relating to pharmacy, labora- 
tory, radiology, and inhalation and 
occupational therapy. When USA 
checks the doctor’s orders, nurses’ 
notes, and pharmacy records, dis- 
crepancies are often found. USA pays 
only a reasonable charge for those 
items that have been ordered by the 
physician and dispensed. Items billed 
that are not the result of physician’s 
orders are not paid. 

When ancillary charges are found 
to be excessive, the hospital is given 
an explanation for the reduction in 
payment and an opportunity for ap- 
peal and documentation. If USA pays 
the bill, but at a reduced rate, it ad- 
vises the hospital not to bill the pa- 
tient for the disallowed fee. 

Preadmission testing is another 
way to save money. Rarely can there 
be justification for repeating, upon 
admission, laboratory tests and 
x-rays that were done prior to admis- 
sion. Such duplication adds a day of 
hospitalization to the stay. USA 
assumes the responsibility for im- 
plementing and observing a pread- 
mission testing program, with the 
cooperation of medical directors and 
consultants, working with local 
medical societies and hospitals. 


Discounting hospital bills 

Discounting bills works well in 
reducing costs, especially with 
hospitals that have cash flow prob- 
lems. USA uses two approaches: (1) 
prepaying the bill for a discount and 
(2) “buying” hospital beds for a dis- 
count. 

With the prepayment method, 
USA determines the expected length 
of stay when the hospital advises that 
it has admitted a beneficiary. If the 
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stay is, say, four days, USA within 24 
hours sends payment covering four 
days of stay at the hospital’s regular 
daily room rate. Upon receipt of the 
total bill after the patient’s discharge, 
the bill and all charges are reviewed 
and any excessive charges or pro- 
cedures are eliminated. After the ad- 
vance payment plus 10 percent of the 
total bill are deducted, the balance is 
remitted to the hospital. 

Buying hospital beds works simi- 
larly. USA determines how many pa- 
tients from a given client group are in 
the hospital on an average daily basis. 
If the average is four, arrangements 
are made to purchase two beds an- 
nually. The hospital is reimbursed 
monthly for two beds at its regular 
daily room rate. These charges are 
deducted and discounted from 60 
bed-days per month. 


In an inflationary era, 
USA clients have re- 


duced health benefit 
costs. 


Guaranteeing the cash flow by 
either of these two methods usually 
results in a cooperative attitutde by 
hospitals, which are willing to dis- 
count services for immediate 
payments. 


No weekend work-ups 

Except for an emergency, there is 
seldom justification for admitting a 
patient to a hospital on a Friday or 
Saturday. Little or no work-up is per- 
formed on the patient during a week- 
end. On the average, a patient ad- 
mitted on a Friday or Saturday will 
spend nearly one-and-one-half days 
longer in the hospital than a patient 
with the same diagnosis admitted any 
other day. 

Thus, USA will not authorize pay- 
ment for weekend admissions or 
Monday discharges without accept- 
able justification. (Likewise, there are 
few medical reasons for discharging a 
patient on a Monday, rather than on 
Friday or Saturday, and USA usually 
disallows the extra days.) 





Sending attending physicians 
copies of patients’ hospital bills is 
another cost containment procedure 
USA finds successful, especially when 
the bill shows large ancillary charges. 
Physicians who note the frequency 
and cost of procedures often become 
more selective in the number of tests 
ordered, which results in lower costs. 


The bottom line 


How much money does USA save 
its clients with its complex, innovative 
system for claims processing and 
management? In an inflationary era, 
all of USA clients have reduced their 
health benefits costs. (Some have 
chosen to increase the benefits’ 
package with the savings). 

But a controlled study is required 
to establish accurate figures on cost 
savings over a period of time. Each 
client group varies in its experience, 
according to the benefits provided, 
the basic health environment in the 
employment area, the demographics 
of its enrollees, ©) and the willing- 
ness of provider { groups to co- 
operate. pice 


= 


Statistics are available on some 
specific plans, however. When one 
large company switched from a serv- 
ice health plan to the USA system, 
per-employee cost for health care 
benefits fell by 25 percent. This 
finding was reported by a highly 
regarded, independent research group 
that conducted a study of USA’s pro- 
gram in an effort to determine what 
cost savings are accruing. Given the 
current 12 to 15 percent medical infla- 
tion rate, the company’s actual saving 
in real dollars was.over one-third, the 
study concluded. 





Another example of USA’s success 
in cost containment is offered by the 
self-funded benefit program for 
California’s food processing 
employees. Because medical and den- 
tal benefits under the program USA 
initiated in 1976 were greatly expand- 
ed over previous coverage, the plan 
expected to have to increase the per- 
employee monthly contribution by 
the employer by $35.05, from $108.69 
in July 1976 to $143.74 in September 
1977. It was estimated this would be 
needed to meet the cost of the pro- 
gram, cover a deficit projected for 
April 1977 of some $1.6 million, and 
build a reserve. 

But, because of USA’s cost con- 
tainment and quality assurance pro- 
gram, the plan showed a surplus of 
$7.6 million in December 1977. The 
per-employee contribution was de- 
creased by 15 percent, to $92.44 in 
April 1978, despite the improved 
benefits. 

In another case, a firm experienced 
a 26 percent drop in per-employee 
costs under USA administration of 
the same health benefits plan that had 
been previously purchased through a 
service organization. 


Doing it without government 

The cost containment methods just 
described are complex. But none re- 
quires government intervention—no 
new regulations, no new mandates, 
no changes in the tax code. 


What these proven methods do call 
for is diligence, dedication, and deter- 
mination on the part of the claims ad- 
ministrator to make cost reduction 
work, without government involve- 
ment and without disadvantage to the 
patient. 

Administrators, however, cannot 
go out on the limb alone, or the proj- 
ect will fail. Employers and unions 
must reinforce this effort, so that the 
provider community is aware that the 
consumers of health care collectively 
are watching what it is doing. 

Such combined commitment can 
ultimately have a more positive effect 
on health care costs than any multi- 
tude of proposals that put all the cost 
containment burden on any one 
group of providers or, worse yet, on 
the consumers of health care. e 
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If there is one word that sums up 
the National Health Service Corps, it 
is “diversity.” Every variable of 
American life—geography, race, 
culture, economics, and patterns of 
employment— affect the sites where 
NHSC physicians, dentists, and other 
health professional go to work. 

There are urban locations, where 
the medical staff serves families large- 
ly dependent on welfare checks; there 
are rural locations, where well-to-do, 
but medically underserved farm 
families may come for health care. 
Corps professionals may find 
themselves in communities that are 
largely Puerto Rican, American In- 
dian, Alaskan Native, Chicano, 
Black, Oriental, or white, from New 
York’s Chinatown to the New Mexico 
countryside. Each placement or 
health care site represents a complex, 
sensitive, social entity, the style and 
personality of which are determined 
by a mix of the community and its in- 
put with the health care professionals 
and their commitment, 

Here is an account of the National 
Health Service Corps, now in its 
ninth year, and how it has affected 
both the underserved populations 
that constitute its clients and the 
health care professions whose 
members it enrolls. 


Pes ae xO eS RE xO US HO YS xO NO UO 


TEN YEARS AGO, THE 
inability of millions of Americans to 
get adequate, if any, health services 
was a major concern of health plan- 
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By Fitzhugh Mullan, M.D. 


ners and providers and_ public 
officials. There were too few physi- 
cians and other health professionals. 
Even more important, they were not 
evenly distributed, tending to cluster 
in metropolitan areas close to 
sophisticated medical centers. Com- 
munities, both rural and urban, that 
were isolated by distance or limited 
by financial resources could neither 
attract nor keep a physician. 

As the 1960s came to a close, Con- 
gressional attention focused on the 
problem. A “doctor corps” is by no 
means a new idea, but Dr. Abraham 
B. Bergman, a Seattle physician and 
political activist, is credited with 
originating the current concept of a 
body of federally employed physi- 
cians, dentists, and other health pro- 
fessionals. He saw it as a solution to 
inequities caused by medically 
underserved areas and maldistribu- 
tion of health care professionals. 

After bringing the idea to the atten- 
tion of Senator Warren G. Magnuson 
(D-Washington) and gaining his ap- 
proval, Dr. Bergman worked with the 
Senator’s staff in developing the 
legislation. Senator Magnuson 
steered the legislation through Con- 
gress. (A member of his staff, Eric 
Redman, who _ became involved, 
found the process so intriguingly in- 
tricate that he wrote a book, The 
Dance of Legislation, about it.) 

On November 22, 1970, the Con- 
gress passed the Emergency Health 
Personnel Act of 1970 (Public Law 
91-623) establishing the corps. It was 
signed into law by President Nixon on 





4 


.S. recruits Sy professionals, 
assigns them to 
underserved communities 


December 31st. The stated purpose of 
the Act: 
“To improve the delivery of health 
services to persons living in com- 
munities or areas of the United 
States where health personnel and 
services are inadequate to meet the 
health needs of the residents of 
such communities and areas.” 
Today, some 1,000 physicians serve 
as part of a corps of over 2,000 
federally salaried professionals who 
deliver health care to residents of 968 
communities throughout the United 
States, in Puerto Rico, the Virgin 
Islands, and the trust territories. (The 
growth of the corps field strength and 
federal budget over the decade are 
shown in the accompanying graph.) 


Other health professionals now ser- 
ving with the corps in various parts of 
the country include dentists (15 per- 
cent) and physician extenders (about 
20 percent). Among the latter are 
physician assistants, nurse practi- 
tioners, and nurse midwives. Other 
personnel the corps assigns include 
dietitians, podiatrists, pharmacists, 
optometrists, nutritionists, social 
workers, dental hygienists, audio 
logists, speech therapists, and health 
educators. 

Moreover, a federal scholarship 
program aimed at producing pro- 
viders of care for the medically 
underserved now underwrites a 





Dr. Fitzhugh Mullan joined the National 
Health Service Corps in 1972 as a family physi- 
cian in Santa Fe, New Mexico, and became its 
director in 1977. 
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significant part of the cost of medical 
education in the United States, in- 
volving every college of medicine and 
osteopathy. 


For the first time, fed- 
erally employed 
physicians are deliver- 
ing complete medical 
services to the general 
public. 


For the first time, federally 
employed physicians are delivering 
complete medical services to the 
general public. (The Public Health 
Service, in its long history of pro- 
viding health care, has previously 
treated only statutorily designated 
populations, such as American In- 
dians, federal prisoners, and 
members of the Merchant Marine.) 


How it works 

According to the Act, the corps is a 
joint community-Federal Govern- 
ment program. Through the Public 
Health Service, HHS, the govern- 
ment provides and pays the medical 
and dental personnel, while the com- 
munity provides a medical facility 
and support personnel and assumes 
responsibility for managing the prac- 
tice. 

Patients pay fees for services 
received, according to rates fixed by 
the community boards; but no patient 
may be denied service because he or 
she is unable to pay. In turn, the com- 
munity clinics may reimburse the 
Federal Treasury for part of the cost 
of services by NHSC professionals, 
under conditions spelled out in 
regulations. 

Communities served by members 
of the corps must be areas having a 
shortage of health manpower; i.e., 
less than one primary care physician 
for every 3,500 population. (Other 
factors, such as high infant mortality, 
high incidence of elderly, economic 
conditions in the area and problems 
of distance and transportation may 
also be taken into consideration in 
fulfilling community requests.) The 





determination of whether a com- 
munity qualifies as “underserved” is 
made by HHS, through the Health 
Resources Administration, an agency 
of the Public Health Service. There 
are more communities that want 
health personnel than there are 
eligibles to staff them. 

The central office of the National 
Health Service Corps in Rockville, 
Maryland, employs about 30 people 
(professionals include physicians, a 
dentist and a nurse _ practitioner, 
social workers, and program 
analysts). In addition, about 15 
employees help to administer the pro- 
gram at each of ten federal regional 
offices. The regional staff takes ap- 
plications from qualified com- 
munities seeking health personnel and 
handles the assignments. 


“Burn-out” problem addressed 

An important goal of the corps is 
to help its physicians establish 
themselves in areas of need—to re- 
main in the community and continue 
to practice after their service obliga- 
tion ends. 


No patient is denied 
service because he or 
she is unable to pay. 


But low retention rates and “burn- 
out” (mental and emotional exhaus- 
tion from sustained, too intensive 
work efforts) were serious problems in 
the early years of the corps. Then, the 
majority of assignments were to in- 
dependent or solo sites. Such a site is 
not related to an organized health 
system and offers no interaction with 
other agencies, peer review, backup 
professional support, or referral 
systems. The great majority of pro- 
viders neither extended their NHSC 
services nor established a private 
practice in the community. The pro- 
fessional isolation, the tension of 
being constantly on call, and the lack 
of leisure time proved defeating to 
them. 

Now the corps requires its practi- 
tioners and communities that sponsor 
them to develop the kinds of relation- 





ships, linkages, coverages, and 
hospitalization arrangements that 
promote the practice of good 
medicine, dentistry, or nursing. 

To facilitate such a situation, 70 
percent of all NHSC sites are now 
“integrated,” which means that the 
providers are incorporated with one 
or more federal grant programs. An 
integrated site may receive federal 
funds alone or both federal and state 
funds, or under certain circum- 
stances, it may be affiliated with an 
existing medical or dental private 
practice having established systems of 
care. 

The other federal grant programs 
involved in integrated sites include 
community, migrant, and Appalach- 
ian health centers; family planning; 
and maternal and child health, as well 
as three new federal initiatives —rural 
health, health underserved rural 
areas, and the urban health initiative. 
All are administered by the Bureau of 
Community Health Services, also 
under the HSA. 

An NHSC physician or other 
health professional at an integrated 
site thus has the advantage of work- 
ing in a health system that provides 
hospital privileges, referral systems, 
and support systems for specialty 
care. Moreover, the recruit does not 
suffer the woes of being permanently 
on 24-hour call as the site’s solo prac- 
titioner. 


Health scholarships established 

To increase the number of health 
care professionals available, Con- 
gress in 1972 modified the originating 
legislation to establish the National 
Health Service Corps Scholarship 
Program. It is administered under the 
Bureau of Health Professionals, 
HRA, located in Hyattsville, 
Maryland. 

For the first time, this program 
links federal financing of medical 
education and the delivery of health 
services. Under the program, scholar- 
ships are awarded to students in the 
health professions in return for their 
commitment to serve in the corps 
upon completion of training. 


As students, their tuition fees are 
paid and they receive monthly 
stipends for living expenses. As 
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health professionals, they are 
obligated to serve one year of full- 
time clinical practice in a shortage 
area for each year of support re- 
ceived. 

At first, the program received little 
attention, because the initial ap- 
propriation for scholarships was 
small. But, in 1976, Congress ex- 
panded the program, when it passed 
the Health Professions Education 
Assistance Act (Public Law 94-484). 
This legislation guaranteed that a 
great number of physicians and den- 
tists would be available to serve in the 
National Health Service Corps in 
three to seven years. 

From $3 million in 1973, the 
scholarship program’s appropriation 
soared to $40 million in 1977 and $75 
million in 1979. Of this money, 90 
percent must be used for scholarships 
for medical and dental students. The 
remaining 10 percent may be used for 
other types of health professionals, if 
the NHSC needs them. 

Some 11,500 students have par- 
ticipated in the scholarship program 
since it started. There are now 5,890 
scholarship recipients in school and 
2,354 more who have been deferred 
from NHSC service until they com- 
plete their residencies. These two 
groups—recipients in training and 
deferment—make up 80 percent of 
the current scholarship recipients. 

The scholarship program now 
underwrites a significant part of the 
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' Growth of National Health Service Corps 


cost of medical education in the 
United States. Every college of 
medicine and osteopathy now has 
some NHSC scholarship recipients; 
46 institutions have more than 50 
NHSC students enrolled. The real im- 
pact of the scholarship program on 
the corps has yet to be felt, but 
already its expansion has been a ma- 
jor factor in the growth of the corps 
from a demonstration program to a 
full-fledged federal effort. 


NHSC offers incentive for change 

The National Health Service Corps 
represents an exciting, innovative 
effort by the Federal Government to 
guarantee all citizens access to 
organized primary health care. At the 
same time, it attempts to link training 
of health professionals to a commit- 
ment to serve. Both of these under- 
takings are new in the United States. 

In its almost nine years, the corps 
has grown tremendously. No longer 
an infant program, neither is it 
mature. The next few years will deter- 
mine whether or not it will develop in- 
to an important and permanent part 
of medical care in America. If this is 
to happen and if the NHSC is to ad- 
dress fully the problems of the 
medically underserved, several 
developments must occur: 

e Improvement of _ institutional 
care —NHSC needs to be able to offer 
its services to such institutions as 
municipal hospitals, state mental 
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hospitals, prisons, county health 
departments, and homes for the 
elderly and retarded. Because many 
such institutions are poorly managed 
and underfinanced, staffing them can 
be difficult. But NHSC mannower, 
used as an incentive for change, could 
improve the quality of the care 
offered. 

© Cooperation from educators— 
Medical schools need to cooperate 
with the corps in preparing students 
to practice successfully in health 
underserved areas. One way that 
medical schools could make a serious 
contribution would be through the 
development of primary care tracks 
in the curriculum that focus on 
specific issues of health care for the 
poor, the isolated, the institutionaliz- 
ed, and the disenfranchised. 


e Assurance of federal sup- 
port—Both the executive and 
legislative branches of the Federal 
Government must support the corps. 
Modifying the mode of educating 
medical students and delivering 
health care to underserved citizens is 
an enormous task —and a costly one. 
Without consistent government sup- 
port, the corps cannot fufiill its mis- 
sion. 


With firm support, the National 
Health Service Corps can be the cor- 
nerstone of the Federal Government’s 
plan to provide equity of health care 
for all its citizens. & 
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Doctor to migrants by the Rio Grande 


“A developing practice where I 
can apply my skills as a clinician 
and planner...a community 
where the physician is viewed by 
the people as needed.” That’s what 
John Foxen, M.D., board-certified 
family practitioner, was looking 
for in June 1979 when he came to 
Texas’ Lower Rio Grande Valley to 
join the Hidalgo County Health 
Care Corporation (HCHCC). 

Previously, Foxen had served 
the corps in southeastern Min- 
nesota, where he joined two 
established general practitioners. 
(Foxen had just finished a residen- 
cy under family medicine pioneer, 
Dr. Ian McWhinnie, after 
graduating from the Western On- 
tario University School of 
Medicine.) 

In the small Minnesota town, he 
found his ex-urbanite and teenage 
patients receptive to the 
“generalist” approach, but older 
residents persisted in turning to 
specialists for minor problems. 
Foxen, who views himself as a 
humanist, found the community 
overly restrictive and conservative. 

His placement through the Na- 
tional Health Service Corps has 
proved successful; today he is 
medical director of HCHCC and 
supervises a professional staff of 
29, including 5 other physicians, 2 
dentists, 7 physician extenders, 2 
dental assistants, a dental hygien- 
ist, 5 social workers, 3  phar- 
macists, 3 laboratory technicians, 
and an x-ray technician, as well as 
licensed vocational nurses and 
nurses’ aides. 

The staff sees a monthly patient 
load of 5 to 7 thousand patients, 
virtually all Mexican Americans. 
Of these, about 70 percent are 
migrants or dependents and the 
rest mainly seasonal workers or 
medically indigent. 


Migrants face handicaps 

Migrant workers, despite their 
importance to U.S. agriculture and 
the economy, generally, have a 
history of low health status, as well 


as being educationally deprived, 
socially degraded, and economical- 
ly poor. They are further han- 
dicapped by the temporary nature 
of their work in an area and often 
by their linguistic, cultural, and 
racial differences from the rest of 
the community. 


The Lower Rio Grande Valley, 
the nation’s largest migrant home 
base, shows a high incidence of 
water-related diseases, such as 
hookworm, infectious hepatitis, 
scabies, skin sepsis, bacillary 
dysentery, enterovirus diarrheas, 
and ascariasis, as well as one of the 
highest infant mortality rates in the 
country. Pesticides and herbicides 
create additional hazards for 
residents. 


Dr. Foxen’s early days at 
HCHCC were challenging; the cor- 
poration was seriously under- 
staffed with physicians, and he had 
to recruit more doctors, in addi- 
tion to performing clinic duties, 
supervising the health care staff, 
and reorganizing the facility’s 
medical records and physician- 
midlevel protocols. His arrival was 
welcomed by executive director 
Samuel Sanchez, who calls Dr. 
Foxen “a catalyst” in attracting 
highly qualified staff and working 
with the community. 

Foxen, who says he is basically 
private-practice oriented, now 
feels he has made strides in liaison 
with the area’s hospitals and 
private physicians. (The country 
has four accredited hospitals, a 
university, and a family-practice 
residency program.) 

Established in 1973, the health 
care corporation now operates 
three clinics in a county with over 
85,000 migrants. Corporation 
services include adult, pediatric, 
adolescent and limited prenatal 
care, dental health, social work, 
health education, laboratory, 
x-ray, pharmacy, emergency care, 
specialty referral, family planning, 
immunizations, and _transporta- 
tion. 


In addition, the corporation has 
linkages with the federal program 
for women, infants, and children 
(WIC) and with the county medical 
health and mental retardation serv- 
ices, and is participating in an 
HCFA-funded demonstration pro- 
gram for migrant hospitalization. 

Dr. Foxen looks forward to 
completion of HCHCC’s new 
13,000 square foot family health 
center in McAllen. The center, 
offering outpatient services only, 
will focus on a maternity program 
that offers routine maternity and 
gynecological care and family 
planning services to supplement 
services presently provided by local 
physicians and midwives. It will 
have a “birthing center” that can 
handle uncomplicated deliveries. 

Before coming to the area, the 
Foxen family considered NHSC 
sites from California to Florida. 
Ann Foxen, a Spanish language 
graduate of McAlester College in 
Minnesota, wanted to immerse her 
family in a culture that appealed to 
her for its values and the warmth 
of its people. Today, John and 
Ann Foxen and their four children 
(ranging in age from 5 to 10) are 
enjoying the lushness of the land in 
the Lower Rio Grande Valley and 
the spontaneity of its inhabitants. 
Of his practice, Dr. Foxen says: 

“My work here for the corps in- 
volves an interesting blend of local 
initiative with federal support. It 
has been a challenge to accomplish 
my goals within the framework of 
a large program, with the in- 
evitable guidelines, documenta- 
tion, justifications, and other 
bureaucratic details. Out here in 
the field, we tend to see things a bit 
differently than they do in 
Washington or Dallas! And of 
course, we face uncertainties — will 
all this support continue as it has? 

“Nevertheless, I have found it 
satisfying to be able to work within 
the system and to achieve some- 
thing worthwhile —providing 
health care to good people who 
really need it.” 
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For the Common Good: 
Health Care 


‘CHINA 


by Rita K. Chow 


Incentive system rewards couples who 
have only one child; government has 
also improved the status of women. 


Chief of the quality assurances 
branch, division of long-term care, 
office of standards and certification, 
of HCFA’s Health Standards and 
Quality Bureau, Rita K. Chow, 
Ed.D., is also a nurse director in the 
Commissioned Corps of the U.S. 
Public Health Service. In addition to 
directing patient care studies, she has 
been a cardiovascular nurse, consul- 
tant, editor, and instructor. 

Dr. Chow recently visited the Peo- 
ple’s Republic of China, not in her 
Official capacity, but as part of 
academic pursuits in cultural an- 
thropology and gerontology. 
Through membership in Pi Lambda 
Theta, the national honor and profes- 
sional association in education, she 
participated in a traveling seminar 
with a state university group of 
teachers. Of her five-city trip to Can- 
ton, Guangzhou (Kwangchow}j, 
Kwelin (Guilin), Changsha, 
Shanghai, and Peking, Dr. Chow 
Says: 

“A more personal purpose was to 
catch firsthand glimpses of Guangdon 
(Kwangtung) province, the land of 
my father, who had emigrated from 
China to America, the “Gold Moun- 
tain,” at the age of 12 or 13, to 
become a tailor in San Francisco. I 
visited China with mixed emotions 
and wonderment about the effects of 
the winds of change on the quality of 
life and health there.” 

While in China, Dr. Chow ob- 
served many aspects of the health 
care delivery system (although this 
was not the focus of the trip) and the 
conditions of life. She offered to give 
Forum’s readership her impressions, 
as well as supplying fleeting images of 
the traveler’s China captured by 
photographs. As her purpose in doing 
so, she cites a Chinese operatic 
theme: 

“Friendship comes from under- 
standing ... profound understand- 
ing dispels suspicion, and absence of 
suspicion helps enhance profound 
friendship.” 

This article, however, does not pur- 
port to present a comprehensive view 
of health care in China. 
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early the first sight we en- 

countered after crossing the 
border from Hong Kong into 
southern China, riding in a swerving 
train to the sound of a rhythmic 
clackety-clack, was that of able- 
bodied workers laboring in the “chop- 
per” rice paddies. The paddies, which 
produce a high-yield, fast-growing 
hybrid rice crop, are fed by low-dike 
irrigation systems, laced with green 
terraces. Some workers harnessed 
themselves and strained with brute 
force to push and drag two-wheeled 
carts, heavily ladened with construc- 
tion materials. 


What is the motive for such effort, 
we wondered. Are workers energized 
by such frequently seen mottos as, 
“Serve the People,” or by posted pro- 
ductivity goals? Or perhaps they are 
motivated by historical ethical doc- 
trines or such powerful streams of 
thought as the social responsibility of 
Confucianism, complemented by the 
native philosophy of the Taoist 
school. We could only guess. 

Seen against a background of 
revolutionary upheavel, China is a 
country in transition, in which in- 
dividual interests are pervasively 
melded for the common good. What 
we saw indicated that China today is 
a highly organized society that pro- 
vides access to basic health care to all 
its more than 900 million citizens, 
even to the approximately 80 percent 
who live and work in rural collectives 
of production teams and brigades. 


But the unsophisticated health care 
delivery systems and facilities we 
observed in rural areas and small 
towns contrast with the more ad- 
vanced medicine practiced in such 
centers as Peking, where the results of 
the edict by Mao-Zedong (Mao-Tse 
Tung) that Western and traditional 
Chinese medicine be wed is more in 
evidence. Much of current Chinese 
medical practice and research, as well 
as the biological sciences and 
biomedical and computer technology, 
are still in developmental stages, com- 
pared to Western countries. 

For example, we saw no large cor- 
onary or intensive care units with ex- 
tensive bedside medical instrumenta- 
tion (such as postoperative arterial or 
central venous pressure monitoring), 
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Learning prehension and spatial relationships, children use chopsticks to deposit tiny balls in 


matching holes in a box. 


no computerized medical information 
systems or automated intravenous in- 
fusion equipment. 

Rather, most Chinese health care 
services, especially in the vast coun- 
tryside, emphasize basic health pro- 
motion, primary care, and disease 
prevention. 

The health care and public health 
system in rural areas forms a part of 
the commune, which provides the 
basic framework for the people’s 
economic, political, and social struc- 
ture. Several communes constitute a 
county,which usually includes a town 
or city. China’s approximately 2,000 
counties are linked together into 22 
provinces, and five autonomous 
regions, plus the autonomous cities of 
Peking and Shanghai. Each com- 
munity is divided into production 
brigades that consist of 300 to 600 
families, then again into production 
teams of 30 to 50 families. 

Rural medical services, therefore, 
are organized in tiers of increasing 
complexity and sophistication. Each 
tier gives patients access to backup 
services, when needed. Usually the 
entry point to the system is at the 
brigade health station, where primary 
care is provided by a “barefoot doc- 





tor,” who has completed a three- 
month course of instruction at a com- 
mune hospital. 

The barefoot doctor is responsible 
for first aid, immunizations, en- 
vironmental sanitation, and follow- 
up convalescent case work. His work 
is supported by traditional medical 
assistants, health aides, midwives, 
nurses, and others, including 
thousands of public health workers 
throughout the nation. The latter 
learn to prevent and treat minor ac- 
cidents and diseases and to administer 
emergency care and some acupunc- 
ture techniques. 

At the secondary level is the com- 
mune hospital, like one that we 
visited in the provincial capital of 
Guangzhou (Canton). Staffed by 
both traditional and Western-trained 
doctors, nurses, other health profes- 
sionals, and ancillary personnel, these 
facilities provide general patient care. 
Complex cases, such as_ severe 
trauma, requiring extensive surgery 
or specialized care, are referred to the 
next tier of better equipped hospitals. 

More sophisticated care—in terms 
of more advanced equipment and bet- 
ter trained staff—can be provided at 
the municipal, county, province, or 
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Occupation hazards, such as noise and air 
pollution in the pottery industry pose health 
problems for Chinese workers. 


prefecture level. Patients with special 
medical problems, such as cancer, 
tuberculosis, Hansen’s disease, and 
eye problems, may be referred to 
specialty hospitals in large cities. 


Health care financing 

The financing mechanism for rural 
health care in China is the 
cooperative medical service (CMS), a 
health insurance fund managed by 
the brigade community. Each peasant 
participant: ys an annual fee that is 
supplemented by the production 
team’s welfare fund. Since each pro- 
duction brigade has its own CMS 
fund, there were about 278,000 small, 
independently operated health in- 
surance funds in 1974 (the latest 
figures I found). 

The system of care is available to 
the participant peasant and family 
either free or for a small co-payment. 
The costs of medical services, 
whether delivered at the clinic, com- 
mune hospital, or county hospital, 
are paid out of the fund. 

While co-payment for care is the 
usual pattern for financing rural 
health care, the urban resident usual- 
ly incurs out-of-pocket expenses only 
for care of non-working dependents. 
In the urban setting, residents have 
convenient access to primary care and 
the financing of health care is pro- 
vided by the workplace or residential 
area. 

An industrial factory or residential 
area may have a large general clinic. 
Neighborhood clinics sometimes 
employ housewives to perform social 
services and “red guard doctors” 
(paramedics) to provide public health 
care, such as first aid, home visits, 





immunizations, environmental 
sanitation, and other preventive 
health tasks. A higher level of care is 
available from municipal health 
departments and a government 
system of hospitals. 

Although the financing of this type 
of urban health care is based on sim- 
ple principles, the implementation is 
complex. Each employer contributes 
a set amount to an insurance fund, so 
workers get free care, but their 
dependents pay half of the amount 
charged. Factories and some residen- 
tial areas maintain their own health 
and welfare funds to support such 
needs as retirement pensions, sick 
leave pay, medical care, etc. 


East meets West 

Wherever we visited health care 
facilities, we found staff eager to 
learn from visitors and asking for 
suggestions. They seemed anxious to 
catch up to the newest research, pro- 
cedures, and equipment in Western 
medicine. 

From what I observed and learned, 
China’s health care system is well 
organized, flexible, and practical. It is 
interlaced with informal modes of 
treatment, such as self-medication 
with herbal remedies. Particularly in 
the urban setting, we saw a curious 
blend of Chinese and Western 
medicine. One one hand, there was 
treatment in the timeless tradition of 
acupuncture or the prescription of 
herbal pastes or brews of black, in- 
credibly bitter, ancient herbs, sold 
side by side with antibiotics and other 
Western-type drugs in pharmacies. 


In the ambulatory clinic of a 
Shanghai hospital that cares for ap- 
proximately 600 patients a day, we 
watched a woman being treated with 
clinical acupuncture. Capillary or 
ban-ling needles are inserted in the 
Ho-Ku locus (between the first and 
second metacarpus of the hand) and 
in the Yin-T’ang (between the 
eyebrows). The latter is often done to 
relieve such symptoms as runny nose 
or headache. 

The juxtaposition of East and West 
was well illustrated by the spartan, 
42-bed municipal hospital we toured 
in Guangzhou. It was staffed with 10 
physicians (5 Western-trained and 5 





traditional) and 14 nurses. Although 
sparsely equipped, it provided, in ad- 
dition to acupuncture therapy, x-rays 
and non-automated laboratory equip- 
ment. 


But one could also find sophisti- 
cated awareness among the Chinese 
medical community. An informal, 
one-hour discussion in Beijing with a 
woman physician, a hospital adminis- 
trator with national leadership re- 
sponsibilities, and her husband, a 
dermatologist specializing in 
psoriasis, ranged over many topics. 
They inquired about the effectiveness 
of the new antiarrhythmic drugs 
being prescribed in the United States 
and our efforts to improve infant 
health and reduce infant mortality, 
including research on the sudden in- 
fant death syndrome. The two doc- 
tors had been trained in both the U.S. 
and China. 

There is much to be accomplished 
in China, but the future looks prom- 
ising for impressive changes in family 
planning, maternal and child health, 
control of disease, environmental and 
occupational health and sanitation, 
and quality of life for the elderly (the 
life span has already been significant- 
ly lengthened). Here are some of my 
impressions. 


Only child favored 

Even with a birth control program, 
China’s 970 million population may 
increase to 1.2 billion by the year 
2000. Young people under 21 already 
make up half of the total population. 

Family planning, because of its 
wide implications with respect to 
demography and child rearing, is fre- 
quently discussed in Chinese circles. 
Intense social and bureaucratic 
pressures are brought to bear on 
families to use contraceptives and to 
have preferably only one child (at the 
most two). 

Those first-born children are, 
however, assured by the government 
of childhood education and health 
care through a system of rewards and 
sanctions. At a people’s commune in 
a Shanghai suburb, a family with an 
only child receives an additional 4 
yuan a month for food (1.6 yuan 
equals $1.00, approximately) and is 
given the same size plot to cultivate as 
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a family of four. The child is given 
admission preference to kindergarten 
(the 6 yuan tuition is waived) and 
receives free medical care. The 
parents are awarded a larger pension 
at retirement. 


Keeping women, children healthy 

“One pregnancy, one live birth, one 
healthy child” is a slogan often seen 
and heard. In this social context, the 
early years of childhood in China are 
critical. Infant and child mortality 
rates have declined, so that parents 
need not be as fearful as before about 
their child’s possible early death from 
poor health or preventable disease. 
The government sponsors childcare 
centers that must meet public health 
sanitation and hygiene standards set 
by law. 

China has taken steps to improve 
the status of its women and the work- 





ing women’s quality of life. There is 
usually a “women’s association” in 
each commune. The woman leader 
that we met in one commune officially 
represented women’s interests to pro- 
tect their health and help with the 
birth control program. 

As a socialist society, the Chinese 
emphasize “service to the people” in 
the interest of the nation, not the 
family. Children are taught this goal 
early. They must also practice obe- 
dience in an atmosphere of strict 
discipline in school. Our group saw 
cheerful, nonoppressive teachers in 
the classrooms we visited, but we 
noted that each child sat straight with 
both hands behind his or her back. 


Controlling disease 

Among a number of public health 
concerns that China must address are 
the infections and parasitic deseases 





and cancer. Their incidence is high, 
despite attempts at control. 

For example, we saw Chinese wear- 
ing cloth, oral-nasal masks in public 
(similar to the Japanese practice) in 
an attempt to reduce the transmission 
of upper respiratory and other infec- 
tions. The Chinese have taken strin- 
gent measures against tuberculosis, 
which is an ancient problem. (In a 
2,100-year-old tomb, recently ex- 
cavated in Changsha, Hunan Pro- 
vince, we saw the surprisingly well 
preserved corpse of a wife of a Mar- 
quis of Tai, who lived between 
193-141 B.C. The pathological cross 
sections showed two calcified tuber- 
cular nodules on the hilum and upper 
part of her left lung.) 

Safe, potable tap water is not 
available uniformly throughout the 
country. Visitors consume locally 
bottled beer and carbonated 





Roots of change 


To understand the depth and 
complexity of change that affect 
the Chinese people’s health and life 
styles today, it is helpful to con- 
sider briefly the effects of the 
Chinese educational and writing 
systems and the country’s history 
of skill in the exercise of manage- 
ment principles. 


Education 

During the Cultural Revolution 
from 1966 to 1976, higher educa- 
tion and research in China were 
disrupted, as the universities were 
closed in 1966. Consequently, 
most postgraduate instruction was 
also quiescent until 1978. Medical 
schools that were closed from 1966 
to 1970 had their four-to-seven- 
year curricula cut to three years. 
Following the death of Chairman 
Mao and the 1976 arrest of the 
Gang of Four, policies shifted 
toward modernization goals for 
agriculture, industrial production, 
science, and technology. 


Today, teacher education and 
other university curricula have 
been restored, with emphasis on 
preparing scientists and engineers. 
We were impressed by how well in- 
formed the educators and college 





administrators were about their 
subject areas, especially at the Bei- 
jing (Peking) Normal University 
for teacher preparation. 

Through a vast expansion of the 
educational system, China has 
changed its literacy rate since 1948 
from 20-30 percent to more than 
85 percent. A minimum of 10 years 
of education, progressing from 
primary through little middle 
school to middle (high) school, are 
offered all children. Middle schools 
are oriented toward mathematics, 
natural sciences, and foreign 
languages. Foreign language train- 
ing begins in primary school, and 
English lessons can be heard on the 
public broadcast radio. 


Writing 

China’s system of writing has 
been a stabilizing force since its 
origin in pictographs over 3,000 
years ago. Chinese calligraphy 
represents both artistic achieve- 
ment and a writing system of dis- 
tinguishable characters. It knits 
together individuals through writ- 
ten communication, despite di- 
verse regional dialects and the 5 
percent of the population who are 
non-Chinese, such as Tibetans, 


Mongols, the Turkic and Tungusic 
peoples, and Koreans. 

On January 1, 1979, the Chinese 
adopted the phonetic alphabet or 
the Pinyin Roman letter spelling 
(which I use in this article). 
Romanization is expected to help 
raise the literacy rate, draw 
together the huge population, and 
link the Chinese with other 
English-speaking people 
throughout the world. 


Management 

China’s historical ability to 
organize according to such 
managerial principles as planning, 
directing, and controlling, has pro- 
vided a base for its current highly 
structured society and for a nation- 
wide system for delivery of basic 
health services. As early as 1100 
B.C., the constitution of Chow 
spelled out for its departments, 
regulations for their organization, 
functions, control, and auditing. 
After the decentralized feudal 
system of ancient China gave way 
to an imperial government, a bu- 
reaucratic ruling class emerged. As 
a result, even in the pre-modern 
era, China had an impressive civil 
service structure. 
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beverages, as well as hot tea (boiled 
water is safe), but Chinese residents 
are subject to infectious diseases 
related to a polluted water supply. 
The Chinese leadership realizes the 
need for additional or improved 
measures concerning community 
health, health education, and public 
Sanitation to reduce malaria, 
filariasis, and schistosomiasis. 

New epidemiologic data are now 
available on the prevalence of cancer 
of the alimentary tract in the People’s 
Republic of China. Cancers of the 
esophagus, stomach, nasopharynx, 
lung, breast, cervix, liver, and col- 
on/rectum, and leukemia are leading 
causes of death. The country must 
formulate health strategies that deal 
with these cancers, and with a high 
urban incidence of myocardial infarc- 
tion. (All of these are also problems 
in Western nations.) 


Pollution —even in China 
China has large coal resources that 
are helping fuel its drive toward in- 


creased industrialization, modern 
transportation, mass production, and 
automation. But concomitant with 
the increased use of energy is en- 
vironmental pollution. The country 
hopes to control the problem, 
without cutting off progress. 

There is growing awareness of the 
hazards to workers in China’s domi- 
nant industries, many of which are 
ages old. For instance, we observed 
pronounced noise and air pollution in 
the working environment of the silk 
and tool-making industries. Ear pro- 
tectors had been tried as a defense 
against noise in silk weaving mills, 
but abandoned as too uncomfortable. 
The amount of light and work space 
was not always ideal for silk weavers, 
embroiderers, and ceramic and pot- 
tery artisans (pottery-making dates 
back as far as the Sung dynasty— 
960-1280 A.D.). Nevertheless, the 
end products were artistic, elaborate, 
and exquisite. 


Loving and caring for the old 

The historical Chinese attitude of 
love and veneration for their pld peo- 
ple is well known. Despite past 
ideological shifts and upheavals dur- 
ing the Cultural Revolution, it seems 





that the Confucian and cultural tradi- 
tion of filial piety is being upheld. 

But contrary to what might be ex- 
pected, we saw relatively few elderly 
Chinese during our visit. Indeed the 
white hair among members of our 
tour group excited interest and com- 
ment by Chinese bystanders. Com- 
municable disease, malnutrition, and 
crowded living conditions in the past 
have contributed to the present pro- 
portion of elderly among the Chinese 
populace, certainly much lower than 
in the United States. ‘ 














Acupuncture needles between the eyebrows and 
in the hands and earlobes are used to treat 


patient in Shanghai hospital ambulatory clinic. 


Now the Chinese are living 
healthier, longer lives, notably in ur- 
ban areas. In Beijing, life expectance 
is reportedly 69.51 years for men and 
75.48 for women; in Shanghai, 70.8 
for men, and 75.48 for women. 

Improved health standards, en- 
vironmental sanitation, preventive 
medicine through innoculations, and 
increased ranks of public health per- 
sonnel and types and numbers of 
health facilities have contributed to 
the longer life span. Yet there is still 
room for improvement. 

Oddly, China’s attempts to limit 
births are furthered by another of its 
national policies—that of providing 
better benefits for the aged by means 
of sizable retirement pensions. The 
avaiiability of such benefits counters 
the need expressed in the old peasant 
adage: “Raise sons to take care of you 
in your old age.” 

The rural collectives support the 
elderly through welfare pensions and 
old-age homes. A young mother that 
our group encountered told us that a 





woman worker may retire between 
ages 50 and 60 and receive about 70 
percent of her last pay scale, along 
with free medical care and continued 
low-cost rental housing. 

In the villages, the aged usually live 
with their offspring and look forward 
to coddling their young grand- 
children, contributing voluntary com- 
munity service, and engaging in other 
pleasant activities, such as the tradi- 
tional early-morning Chinese exercise 
of shadow boxing (Tai Chi Chuan) in 
the open air. 

Elderly who lack a family may be 
looked after in a “Home for the 
Honoring of the Aged,” “Happy 
Home for the Aged,” or “House of 
Respect.” These are self-supporting, 
old-age homes, whose occupants 
usually receive free doctor’s visits and 
other medical care. We saw the elder- 
ly doing handicrafts and gardening, 
and participating in discussiion-study 
groups. 


Modernizing through science 

By the close of a too short visit to 
the People’s Republic of China, I was 
most impressed by the commitment 
of the people—their energizing work 
ethic aimed at higher outputs, their 
penchant for self-assessment concern- 
ing their performance, and the sereni- 
ty of their retired elder citizens. 

China’s goal is modernization. To 
accomplish this, it is drawing upon 
the science, technology, and research 
of the world, and emphasizing the 
need for applied research. The Com- 
mittee on Scholarly Communication 
with the People’s Republic of China is 
working with our National Academy 
of Sciences and other U.S. organiza- 
tions, as well as Chinese universities, 
research institutes, and sponsoring in- 
stitutions, to stimulate collaboration 
on subjects of mutual interest. One 
means is the exchange of American 
and Chinese senior scholars and 
researchers in the sciences, engineer- 
ing, social studies, and humanities. 

Change is truly taking place. The 
urban activity I saw, the cacaphony, 
and ceaseless movements from dawn 
to dusk in such cities as Guangzhou, 
Shanghai, and Beijing, leave me with 
little doubt that China is a nation 
moving rapidly into a new era of 
modern equipment. @ 
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RK egulations, although often the target for critics of 
government, are essential to the effective function- 
ing of the Medicare, Medicaid, and Professional Stan- 
dards Review Organization programs. 

Without regulations, it would be next to impossible to 
decide individual eligibility for coverage of medical 
care, determine what services should be covered and 
how much to reimburse for them, and generally carry 
out the intent of the Congress when it passed and later 
amended legislation creating these programs. 


At the federal level, Medicare and Medicaid are ad- 
ministered by 4,600 employees of the Health Care 
Financing Administration (many located at regional 
offices around the country). But these staffers seldom see 
any of the 50 million beneficiaries or the many 
thousands of providers of care. 

Instead, day-to-day operations are handled by the 
almost 70,000 employees of state agencies, Medicare in- 
termediaries and carriers, and Medicaid fiscal agents. 
These front-line troops need clear, consistent regula- 
tions — printed, bound, and kept at hand to properly in- 
terpret and implement the laws that mandate the 
programs. 


Further, regulations are required to spell out the often 
complicated relationships among Medicare, Medicaid, 
and certain other federal programs, such as Aid to 
Families with Dependent Children and Supplemental 
Security Income. The latter programs, administered by 
the Social Security Administration, determine eligibility 
of low-income individuals for Medicaid benefits. 


Of course, HCFA is not alone in the importance it at- 
taches to regulations. In recent years, federal regulation 
has been the object of growing nationwide attention. In- 
creased concerns about the need for and impact of 
regulations have prompted a movement for regulatory 
reform. 


Most far reaching of the reform initiatives is the 
President’s Executive Order 12044, Improving Govern- 
ment Regulations, issued in 1977. This order requires 
executive agencies to: 


¢ Determine carefully whether regulations are 
needed; 


e Scrutinize the potential cost and burden of 
regulations; 


¢ Evaluate alternative approaches to regulation; 
¢ Write regulations in plain English; 


e Provide increased opportunity for the public to 
participate in the regulatory process; and 


¢ Conduct periodic reviews after rules have been in 
effect for a time. 
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Kegulations 


As a result, significant actions have been taken 
throughout the Federal Government to improve regula- 
tions. For example, the U.S. Regulatory Council, an in- 
dependent federal organization, is working on various 
projects designed to reduce burden, overlap, and 
conflict among federal regulations. HCFA is par- 
ticipating in the Council’s review of regulations affecting 
hospitals, which focuses on the inter-relationships be- 
tween federal, state, and local regulations. Recommen- 
dations and an agenda for action are being developed as 
a result of the review. 

Yet the process by which agencies decide whether to 
write regulations, as well as how and when they are writ- 
ten, remains a mystery to almost everyone except the 
few persons directly involved in the process. 

This article seeks to demystify regulations by discuss- 
ing what they are and why they are written and describ- 
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e 
Rules 
of the 
Game 


by Jodi Dunn 


HCFA goes by “the book” 
— the Code of Federal Regulations 


ing the steps involved in writing them and putting them 
into effect. 


Regulations: what and why 

Technically called “rules,” regulations interpret and 
implement laws enacted by Congress. All regulations 
must have a basis in statute. A law may require that 
regulations be issued, usually within a given time, to 
assure rapid implementation. 

In rare cases, statutory provisions are “self- 
implementing” — they are so narrow or specific that they 
leave no discretion to the implementing agency. HCFA 
may still incorporate these provisions into regulations, 
so that the user can find all requirements published 
together. 

Regulations are written by the Executive agency 
designated to administer the program. When issued 
properly, in accordance with the Administrative Pro- 
cedure Act, regulations have the force of law. They 
establish the “rules of the game,” so that people who 
wish to participate in a federal program know their 
obligations and are protected from possible arbitrary or 
ad hoc decision making on the part of the Federal 
Government. 


Regulations — whether, how, when 


to write them — are a mystery to 
almost everyone. 


Regulations are needed, because laws that authorize 
such programs as Medicare and Medicaid generally do 
not provide the level of detail required to administer 
day-to-day operations. For example, the Medicare law 
says that the Federal Government may pay only for pro- 
cedures or services that are “reasonable and necessary” 
for the diagnosis or treatment of illness, but it does not 
define the terms. HCFA must decide, for the thousands 
of items or services that could be used to diagnose or 
treat illness, whether they are “reasonable and 
necessary.” 

These policy decisions can have a significant impact 
on the public (e.g., whether or not HCFA will pay for a 
heart transplant). Therefore, HCFA’s criteria for mak- 
ing such decisions need to be aired in the regulatory 
process, which gives the public an opportunity to com- 
ment on proposed rules before they become final. 

For example, HCFA is now developing proposed 
rules setting forth criteria for making decisions on 
which kinds of medical procedures Medicare will cover. 





Jodi Dunn is director of HCFA’s Office of Regulations Manage- 
ment, having served with the Federal Government since 1971. She 
holds an M.A. in public administration from The American Universi- 
ty and a B.A. in political science from Drake University. 
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A significant basis for judgement will be how safe and 
effective the procedure is. 

Within HCFA, the Office of Regulation Management 
(ORM), oversees the regulatory process. Located at 
HCFA’s central office in Baltimore, the office employs a 
staff of 12. ORM’s mission is to ensure that HCFA has a 
body of regulations that: 


e Set detailed policy, based on the Medicare and 
Medicaid statutes, that governs eligibility, coverage, 
reimbursement for health care services, standards for 
providers, and program administration; 


HCFA regulations occupy 755 
Pages in Code of Federal 
Regulations. 


e Provide a framework for the development of com- 
prehensive agreements with contractors and _ states 
which stipulate the conditions under which HCFA pro- 
grams are carried out, performance standards that must 
be met in their administration, and programmatic 
results to be achieved; and 

e Provide a basis for monitoring the performance of 
contractors, states, and health care providers to assure 
that program goals are achieved. 

HCFA regulations first appear in proposed and final 
form in the Federal Register,* which is published daily 
(except weekends and holidays) by the General Services 
Administration. Final regulations are then compiled in- 
to the annual Code of Federal Regulations.* (HCFA’s 
rules occupy 755 pages in Chapter IV, Volume 42, of the 
latest CFR effective October 1, 1979. The number of 
pages will increase, however, as HCFA uses clearer 
language to explain its program requirements.) 

Specifications for regulations are actually prepared by 
the bureau or other unit within HCFA that deals with 
the subject matter of the rule; e.g., the Office of Child 
Health develops requirements relating to the Early and 
Periodic Screening, Diagnosis, and Treatment program 
for low-income children. 

In managing the decision-making process that pro- 
duces regulations throughout the agency, the Office of 
Regulation Management makes sure that: decisions are 
made on the basis of pertinent facts and a thorough 
review of options, in an open environment in which the 
public may participate; information about the process is 


* Both are available at major libraries or for purchase from the Superintendent of 
Documents, U.S. Government Printing Office, Washington, D.C. 20402. 
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given to people with a need to know; and regulations are 
completed on time, in accordance with priorities. 


Deciding to publish 

Most regulations that HCFA proposes are changes to 
existing rules rather than entirely new ones. Reasons for 
regulation changes are various and include: 


e New or revised laws, requiring changes to existing 
regulations and occasionally the development of com- 
pletely new rules, such as those required to implement 
the Rural Health Clinic Services Act of 1977 and the 
End Stage Renal Disease Amendment of 1978; 

e Ongoing program evaluation or audits, by HCFA, 
the Department of Health and Human Services, the 
HHS Inspector General, or the General Accounting 
Office, spotlighting the need to correct operational 
problems by changing regulations: 

e Development of, or change in, policy objectives. 
Special Secretarial or HCFA initiatives for program im- 
provement are often implemented through regulations. 

e “Sunset reviews” (periodic assessments of existing 
regulations), identifying the need for change to 
eliminate unnecessary or burdensome requirements, 
reflect the changing state of the art in health care, make 
regulations more equitable, simplify program ad- 
ministration, provide incentives for efficiency, or make 
regulations more understandable (new conditions of 
participation recently proposed for nursing homes 
resulted from a sunset review). 

© Court orders, requiring HCFA to revise existing 
regulations to resolve problems uncovered in litigation. 

@ Public comment, when States, Members of Con- 
gress, representatives of interest groups or other federal 
agencies, and the public bring problems with regulations 
(e.g., unanticipated problems with the Medicaid 
sterilization rules) to HCFA’s attention, and changes are 
made. 


Nearly always, demand for regulatory changes ex- 
ceeds the resources available to accomplish them. To 
organize the annual regulatory workload, HCFA deter- 
mines the need for regulatory change, assesses the 
relative priority of each initiative being considered, and 
sets a schedule for completing selected initiatives. 

An annual agenda is the result. It is designed to en- 
sure that HCFA’s regulatory activities are consistent 
with the goals and objectives set for the programs, and 
that they are completed in priority order. It includes ten- 
tative regulatory changes in an early stage of considera- 
tion, as well as regulatory changes formally underway. 

The agenda is published in the Federal Register and 
distributed widely, so as to promote a clear understand- 





ing of HCFA’s regulatory direction, priorities, and 
schedules. 


Setting priorities 
Each initiative in the agenda is assigned a priority in 
accordance with a set of criteria. The criteria are: 


1. Critical deadlines that arise from passage of new 
legislation, internal decisions, or external commitments 
by the Secretary of HHS or the Administrator of 
HCFA; from budget or other administrative deadlines; 
or from court orders; 


2. Program improvement/implementation initiatives 
set during the annual planning process to achieve 
specific objectives; 


3. Outside interest on the part of the Congress, 
states, interest groups, or individual members of the 
public in regulatory change; and 


4. Consequences of delaying or not issuing a regula- 
tion, which may include lost opportunities to achieve 
specific objectives, such as to reduce institutional costs, 
increase beneficiary access to services, or eliminate 
burdensome reporting requirements. 


Depending on the extent to which any of the criteria 
apply, an initiative is grouped in one of four categories 
of descending priority. 

For example, the Congress recently enacted a volun- 
tary certification program for so-called “Medigap” 
health insurance policies, which supplement Medicare 
coverage. The law, designed to curb abuses in the sale of 
these policies to Medicare beneficiaries, specifies that 
final regulations must be issued by March 1981. There is 
a great interest on the part of beneficiaries, public in- 
terest groups, and the Congress in this program; failure 
to implement it would result in lost opportunities to 
significantly reduce abuse of legitimate insurance serv- 
ices to older Americans. As a result, HCFA has given 
this regulation initiative its highest priority, and will 
devote significant resources to its completion. 


Scheduling publication of rules 


During its annual agenda-setting process, HCFA ten- 
tatively sets target dates for publication of a proposed 
or final rule, refining the schedule at several stages dur- 
ing development of the rule. 

In considering priorities and schedules for the ten- 
tative regulatory initiatives, HCFA staff can make only 
preliminary estimates, since these initiatives have not 
been subjected to the formal review process used to 
determine whether regulation changes are justified. 





From time to time, initiatives that were not anticipated 
at the beginning of the fiscal year are added to the agen- 
da, or agenda items are deleted, if HCFA judges they 
are not warranted. 

HCFA also must determine how much time it and the 
Department will need to assess the potential costs, 
burdens, and alernatives of the rule and to obtain ade- 
quate input from the public. Other considerations affec- 
ting the schedule are: how complicated the proposed 
rule might be, the number of other high priority regula- 
tions in process at the same time, and the amount of 
staff time available to develop regulation changes. 


Demand for regulatory changes 
usually exceeds resources 
available to accomplish them. 


Normally, HCFA has about 120 regulations docu- 
ments (proposed or final rules) in process at one time. 
These range from minor technical clarifications to 
significant rules that implement new statutes. 


While it is possible to complete the publication of a 
rule in both proposed and final form in less than six 
months, that short a schedule is reserved for initiatives 
of the highest priority having critical effective dates. 
Given Departmental resources, no more than a small 
percentage of regulations can be done on such a tight 
schedule. On the average, HCFA completes eight docu- 
ments per month for Departmental clearance. Each rule 
requires an average of 24 months to process in proposed 
and final form. 


Proposing change 

Before HCFA begins to develop a regulatory change, 
the staff closely scrutinizes the basic ideas behind the 
regulation. Normally the office responsible for the sub- 
ject matter to be regulated prepares a regulation pro- 
posal (RP) to start the process. A planning document, 
the RP outlines the objective to be achieved by the 
regulation change, describes its tentative provisions, 
discusses possible alternatives to achieving the objec- 
tives, tentatively assesses general cost implications and 
need for a formal economic analysis, and outlines the 
significant issues that must be addressed. 

The RP also includes a work plan, a preliminary plan 
for obtaining public input into the process of developing 
specific proposals, a priority classification, and an 
estimate of the expected reaction to the proposed rule 
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from the Congress, states, interest groups, individuals, 
and other organizations. 


The Office of Regulations Management circulates the 
RP to all other HCFA bureaus and offices for review. 
Representatives from the units involved meet with 
HCFA’s Deputy Administrator to discuss those RPs 
that potentially have the most significant impact on the 
program. (Such a session was conducted before HCFA 
held public meetings on the rules for survey and cer- 
tification of nursing homes.) 

The purpose of the review is to get the widest possible 
consensus on the need for a given regulation change and 
the approaches to be taken. For example, HCFA’s 
Bureau of Program Policy, whose objectives include 
promoting cost efficiency, may bring a different perspec- 
tive to the discussion than would the Health Standards 
and Quality Bureau, whose objectives include assuring 
adequate health and safety standards in hospitals, nurs- 
ing homes, and other facilities. 

To assure that legal authority exists to carry out the 
proposed ideas, the Department’s Office of General 
Counsel also reviews the RP. 

Frequently the review process results in changes to the 
original RP. Sometimes, HCFA decides not to proceed 
with the development of rules (because they are not 
justifiable, are of low priority, or cannot be scheduled 
during the year) and deletes the initiative from the 
agenda. 

For instance, HCFA recently decided not to make 
technical changes to rules on reimbursement of federally 
funded health centers. Instead, a complete reassessment 
of these rules is planned in the future to assure con- 
sistency with rules, now under development, for pros- 
pective reimbursement of rural health clinics. Rather 
than spend resources on lower priority technical 
changes, HCFA deferred them until a total reassessment 
is completed. 


Getting Departmental green light 


If HCFA decides that regulation changes should be 
made, the Administrator forwards the RP to the 
Secretary of Health and Human Services. It undergoes 
review by Department staff offices, such as the Office of 
Management and Budget, the Office of the Inspector 
General, the Office of Civil Rights, and the Office of 
Planning and Evaluation. As appropriate, such Depart- 
mental agencies as the Public Health Service, Social 
Security Administration, and the Office of Human 
Development Services also look it over. 

Departmental review is essential, because of the possi- 
ble impact of a regulation on programs managed by 
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other agencies or on functions the Secretary has as- 
signed to staff offices. (An example was given 
earlier—the legal interrelationships among the 
Medicaid, AFDC, and SSI programs.) 

Finally, the RP is reviewed by the Secretary. If the 
Secretary agrees that the proposed changes are 
necessary and should be more fully developed, HCFA 
publishes in the Federal Register, a “Notice of Decision 
to Regulate” — summarizing the RP’s key provisions and 
intent. The complete RP is available to anyone who asks 
for it, and comments are welcomed. (If the Secretary 
decides that regulations should not be developed, 
HCFA deletes the initiative from its regulation agenda.) 

In a recent instance, HCFA proposed that it develop 
rules providing reimbursement incentives to hospitals to 
reduce excess bed and service capacity. As a result of 
Departmental review of the RP, it was decided to test 
the potential impact of the idea in demonstration proj- 
ects before proceeding with rules. 

Once the decision to regulate is made, information 
about the initiative appears in the next Semi-Annual 
Agenda of Department Regulations, published in June 
and December each year. This agenda lists only rules the 
Secretary has authorized agencies to develop. By con- 
trast, the HCFA agenda includes both items approved 
and rules at an earlier stage of consideration; it is also 
tied to work plans and priorities. 


Artistry in writing 

Some three-quarters of HCFA’s regulations come out 
of the Bureau of Prograrn Policy, which provides na- 
tional policy direction and oversight to Medicare and 
Medicaid. Because writing clear regulations is an art 
that calls for special talents and training, the bureau has 
established its own staff of regulation writers, who work 
closely with policy analysts in preparing specifications 
for regulations. 

These writer/analyst teams make sure that the text 
clearly states the regulatory requirements, and that the 
preamble explains the rationale for the textual 
statements, answers questions likely to arise in im- 
plementation of the rules, and adequately responds to 
any previous public comment. 

The Office of the Federal Register establishes basic 
format and style requirements for regulations. Beyond 
these technical requirements, agencies have discretion as 
to the content, length, and style of the document. A 
regulation published in the Federal Register must in- 
clude the following elements: 


¢ Summary, giving a quick glimpse of the purpose 
and content of the rule; 





e Address and deadline for public comments (for 
proposed or final rule having a comment period); 


¢ Name of an individual in the program who can be 
contacted for further information; 


e Preamble (referred to as supplementary informa- 
tion), including background and purpose of the rule, 
discussion of key provisions, discussion and response to 
public comments on any earlier version, if applicable, 
and perhaps a request for comments on issues; 


e Text of the regulation; 
e Statement of statutory authority; and 


e Signature line for Secretary and HCFA 
Administrator. 


When published in the CFR, only the regulation text 
and statutory authority for the final rules are included. 

The Bureau of Program Policy also provides drafting 
assistance to other HCFA units that are responsible for 
a small number of rules. One other HCFA bureau— 
Health Standards and Quality — prepares its own regula- 
tions. From time to time, the HHS Office of General 
Counsel takes responsibility for drafting a rule. 


As it develops a regulation, HCFA 
may hold public hearings or meet 
with interested groups. 


To each rule is assigned a regulation management 
team that includes the writer, a policy analyst from the 
HCFA bureau or office responsible for the regulation, 
an attorney from the Office of General Counsel, and a 
coordinator from the Office of Regulations Manage- 
ment. The process of preparing and clearing the pro- 
posed rule is virtually the same as that for the RP but a 
greater level of detail is involved, because specific provi- 
sions are being developed. 


Other steps: issue papers, hearings 

Developing a proposed rule may require a number of 
different activities aside from writing the document for 
publication in the Federal Register. Sometimes, before 
drafting the text of the regulation, HCFA prepares issue 
papers to determine the most appropriate policy posi- 
tion on specific provisions. An issue paper can take 
various forms, for a variety of audiences, but typically it 





is a memo to the Administrator or Secretary that out- 
lines policy questions and objectives, identifies alter- 
native ways of approaching the objective, cites pros and 
cons, and makes a recommendation. It is first circulated 
for comment to HCFA or Department staff. Resulting 
decisions by the Administrator or Secretary are incor- 
porated into the proposed or final rule. An issue paper 
also may be a discussion document sent to public 
organizations to solicit viewpoints before proposed 
rules are developed. 

As it develops a regulation, HCFA may hold pubiic 
hearings or special meetings with interested organiza- 
tions. Example: HCFA recently distributed issue papers 
and held public meetings in ten cities across the country 
to solicit ideas on revised processes for surveying and 
certifying hospitals, nursing homes, and other providers 
that participate in Medicare and Medicaid. 

If a proposed rule involves new reporting re- 
quirements, HCFA must work with the President’s 
Office of Management and Budget to obtain clearance 
for the reporting forms before implementing the final 
rule. The goal, of course, is reduction of unnecessary 
paperwork. Throughout the development of uniform 
cost-reporting requirements for hospitals, HCFA has 
been working with OMB and will get OMB clearance 
before the rules go into effect. 


More review, then publication 

Naturally, when a proposed regulation is circulated 
within HCFA, different points of view often emerge; 
resolving these constitutes a large part of the time 
needed to draft a rule. The regulation management team 
attempts to work out such differences during the review 
process. The Administrator or Deputy Administrator 
meets with representatives from all offices and bureaus 
concerned and with the Office of General Counsel to 
review key provisions of significant rules and decide 
unresolved issues. 

Once the Office of General Counsel formally deter- 
mines that the regulation is legally sufficient, the Ad- 
ministrator performs a final review of the proposed rule. 
If satisfied, it is forwarded to the Office of the Secretary 
for approval. if the Administrator does not find it ade- 
quate, the HCFA unit responsible for it undertakes fur- 
ther revision. 

Like RPs, proposed rules are reviewed by Department 
staff offices and agencies. Nearly always, more issues 
arise that require resolution. Some are complicated, re- 
quiring lengthy negotiation, while others are easily 
worked out before the rule is submitted for the 
Secretary’s review. Any unresolved issues are submitted 
to the Secretary with the rule for decision. If the 
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Secretary approves the rule, it then is published in the 
Federal Register. If the Secretary is not satisfied with the 
rule, it is returned to HCFA for further development. 

With one exception, a final rule follows the same 
process as that for a proposed rule. Before developing 
the final rule, the responsible bureau or office must con- 
sider all the public comments HCFA received in 
response to the proposed rule. 


Listening to “the public” 

Public comment is extremely important, because it is 
HCFA’s major way to find out, before implementation, 
whether the rule is based on accurate information and 
whether there are potential unanticipated problems. All 
proposed rules published in the Federal Register provide 
a period of time for the public to review the proposals 
and submit comments. When HCFA published pro- 
posed rules governing the management of patients per- 
sonal funds by nursing homes in 1978, public comment 
indicated that significant parts of the proposed re- 
quirements were unworkable. With this information, 
HCFA was able to revise the requirements substantially 
before the final rule was completed and published this 
year. 

The decision to accept or reject public comments can 
be very difficult. The “public” is not a homogeneous 
group of individuals or organizations speaking with one 
voice, but a collection of varied interests, most with 
legitimate, but often conflicting perspectives. 

Consider HCFA’s recent idea to revise the scope and 
frequency of its facility surveys (part of the sunset 
review of regulations for the survey and certification of 
health care facilities). One option is to survey providers 
with good performance records every two or three 
years, instead of yearly, thus focusing resources where 
there are problems and reducing the administrative 
burden on providers of care. 

Although the concept has its enthusiasts among 
federal and state planners and providers, the consumer 
advocates who spoke at public meetings sponsored by 
HCFA are overwhelmingly opposed. They believe that 
any relaxation of the requirements will result in a cor- 
responding reduction of compliance and quality of serv- 
ices. The decision on whether or not to include this idea 
in a proposed rule will require careful analysis. 

Once the bureau or office decides whether to accept or 
reject individual comments, the rule is revised accord- 
ingly and subjected to appropriate clearance. A discus- 
sion of and response to the significant comments is in- 
cluded in the preamble to the final rule. 

When public comment and supporting evidence 
demonstrate that the proposed approach is ill-advised, 
HCFA may withdraw the entire rule. In other cases, 
HCFA so substantially revises a rule that it requests fur- 
ther comment before publishing it. In nearly all cases, 
some changes are made after public comments are read 
or heard and analyzed. Public comments that are 
specific and offer alternatives are those most likely to 
influence the final outcome. 
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Occasionally, HCFA waives the proposed rulemaking 
process and proceeds to a final rule. For such a waiver 
of proposed rulemaking, there must be adequate justi- 
fication stated in the preamble to the final rule. 

For example, in December 1977, the Congress passed 
the Rural Health Clinic Services Act to expand the 
delivery of health care services in rural areas. It specified 
that the program be in effect for Medicare by March 1, 
1978. To certify clinics to provide and be reimbursed for 
those benefits by March, HCFA had to issue regulations 
before then. In the time allowed, HCFA could not 
publish both proposed and final rules. As an alternative, 
HCFA worked closely with expert outside groups and 
individuals, including directors of rural health clinics, to 
develop the rules, and it waived proposed rule making. 
The final rules were published on time. 

(When proposed rulemaking is waived, the rule goes 
into effect on the date indicated in the preamble, but 
public comment is invited with a view toward later revis- 
ing the rule, if unanticipated problems must be cor- 
rected. In the case of the rural health clinic rules, HCFA 
did make subsequent revisions as a result of this pro- 
cess.) 


Open, fair, rigorous process 

In designing its regulatory process, HCFA has 
selected an approach in which the agency can most ap- 
propriately exercise its responsibility to carry out Con- 
gressional intent in administering its programs, while 
balancing often conficting interests for the common 
good. 

HCFA does this by obtaining maximum participation 
in the development of rules from those with expertise or 
interest and by developing the rules with care. Regula- 
tions are reviewed three times by the Department before 
they become effective. The public is given an opportuni- 
ty to comment on RPs and proposed rules, as well as 
HCFA’s entire regulatory agenda when it is published 
each year.. When regulations involve reporting re- 
quirements, special clearance from the Office of 
Management and Budget provides additional 
safeguards. 

HCFA’s goal is to develop and issue regulations of the 
highest quality in an open, fair, and rigorous way. In- 
evitably there will be some disagreement with its regula- 
tions, because they involve important and complex 
issues. But it is the agency’s objective that disagreement 
result from substantive, legitimate differences of opin- 
ion, rather than from an arbitrary, closed, or faulty 
process. 


HCFA’s basic system for regulation management is 
now in place, giving the agency the foundation for im- 
proving the way it regulates. In the future, HCFA plans 
to develop a strategy for improving public participation 
in the regulatory process and to strengthen its capacity 
to assess the relative costs and burden of its regulations. 
In this way, the agency can better design regulations 
that promote its broad goals of economic efficiency, 
quality, and competition in the health care system. @ 





SHOULD NURSES, DENTISTS, 
and other non-physician health pro- 
fessionals take part in the profes- 
sional review of health care given 
Medicare and Medicaid beneficiaries? 
It seems that the time has come to in- 
clude them; indeed this is happening 
throughout the country. Steps toward 
multidisciplinary participation taken 
by local and state Professional Stand- 
ards Review Organizations coincide 
with federal initiatives in the same 
direction. 


Over half of all PSROs 


utilize non-physicians 
on their boards and 
eight of ten involve 
them some way. 


Currently, only physicians (M.D.’s 
and osteopaths) may be members of a 
Professional Standards Review 
Organization and fully participate in 
its overview of specified health serv- 
ices. Care delivered by other health 
professionals, such as dentists, 
nurses, and psychologists, may be 
subject to the PSRO review process, 
along with physicians’ services and 
hospital care. Until recently, 





however, such personnel did not sit 
on PSRO boards nor make decisions 
relative to review findings. 

PSRO regulations have allowed 
health care professionals other than 
physicians to serve on advisory com- 
mittees, which advise and assist a 
PSRO board (without voting privi- 
leges) in carrying out its functions. 
These advisory boards generally have 
not been successfully implemented, 
since they could not participate in 
policy and decision-making. 

But now over half of all PSROs na- 
tionally use non-physicians on their 
board of directors and eight out of 
ten involve them in some way, ac- 
cording to the findings of a survey 
conducted recently by the Bronx 
PSRO. The PSROs that responded 
(some three-quarters returned the 
questionnaire) reported markedly 
more benefits than problems with the 
multidisciplinary membership. The 
advantage most often mentioned was 
an increase in the PSRO’s area-wide 
scope and productivity. 


Looking before leaping 

What prompted the Bronx PSRO 
to undertake a national survey of its 
fellow organizations? The answer is 
simple. This organization’s 21 board 
members (all physicians) wanted to 
see what other PSROs were doing 
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with respect to non-physician par- 
ticipation before the Bronx PSRO ex- 
panded membership on its own 
board. 

The Bronx PSRO knew that the 12 
area hospitals wanted to see other 
health care professionals on its board 
of directors. (This PSRO, now in its 
sixth year, reviews health care for 
federal beneficiaries in an urban 
population of 1.5 million and has 
1800 member physicians.) But how 
well was the multidisciplinary ap- 
proach working elsewhere? 

Nationally, there has been an impe- 
tus in the direction of expanded par- 
ticipation. In July 1978, the Health 
Care Financing Administration is- 
sued final regulations on designation 
of conditional PSROs as federal 
grantees. As part of the requirements 
for organizational structure, PSROs 
were authorized to designate seats on 
their boards of directors to assure 
representation of consumers and 
health care practitioners other than 





Dr. Anthony J. Altieri is a family practi- 
tioner and president of the Bronx Professional 
Standards Review Organization. Participating 
in conducting the survey and analyzing its 
results were: Harry Delaney, M.D., F.A.C.S., 
and chairman of the ad hoc committee on 
health care practitioners other than physicians, 
Bronx PSRO; Jennifer Lee, R.N., M.P.H., 
and director of ambulatory care, Bronx PSRO; 
and Harry M. Feder, M.P.A., and executive 
director of the Bronx PSRO. 
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physicians. This was not made man- 
datory, however, as PSROs retain the 
latitude to select governing bodies 
that reflect their particular needs and 
characteristics. 

Encouragement to expand mem- 
bership of PSROs has also come from 
the Congress. In 1978, the House of 
Representatives approved a bill 
amending the Social Security Act to 
allow non-physicians, nurses and 
dentists in particular, to play major 
roles in PSROs at the levels of the Na- 
tional Professional Standards Review 
Council and advisory groups to 
statewide councils. Local option was 
included for area PSROs to include 
other than physicians with indepen- 
dent hospital admitting privileges. 
The session’s clock ran out for the 
measure, however, before it gained 
Senate approval. 

In April 1979, the Senate received a 
similar bill that specially referenced 
dentists, psychologists, and nurses 
for national and statewide roles. The 
bill strongly criticized the existing 








Figure 1. CATEGORIES OF NON-PHYSICIAN PERSONNEL 
PARTICIPATING IN PSRO 


Category of Participating Personnel 





Total 
Geographic PSROs 
Characteristic 


of PSRO No. 


Any 
Non- 
Responding Physician 
No. 


Other 
Health Care Consumer 
Pro- Repre- 
fessional sentative 
% No. % No. % 





Single, state- 
wide area 25 


Predominantly 


urban 39 27 


Other (rural, 
urban/rural 


mix) 78 62 
114 


Totals 142 


25 100% 24 


96% 10 40% 


69 27 69 14 36 


79 62 79 a2 
80% 113 80% 46 32% 





situation, stating that exclusion of 
health care professionals other than 
physicians was “clearly discrimina- 
tory and wholly contrary to any ra- 
tional understanding of the prime ob- 
jectives of the program.” 


Essential provisions of both meas- 
ures were incorporated in legislation 
now pending before the Congress. 

The same theme has been sounded 
in the literature of the past five years 
on PSROs. The American Public 





Established by the Congress in 
1972, the PSRO program supports 
a nationwide network of physician 
peer-review organizations to assure 
that health care services delivered 
under the Medicaid, Medicare, and 
Maternal and Child Health and 
Crippled Children’s programs are 
medically necessary, appropriate, 
and of acceptable quality, and 
that, if appropriate, they are pro- 
vided efficiently and economically. 

The program is administered by 
the Health Care Financing Ad- 
ministration, HHS. Dennis Siebert 
heads the Office of Professional 
Standards Review Organizations, 
under HCFA’s Health Standards 
and Quality Bureau. 

Each PSRO must be composed 
of at least 25 percent of the physi- 
cians in its area, preferably in- 
cluding between 300 and 2,500 
licensed, practicing physicians. 
Membership is voluntary. There 
are now 187 PSROs throughout 
the country (ten of these have met 





all federal qualifications; 175 are 
still in a “conditional status,” but 
performing all review activities; 
and two new PSROs are still in the 
planning stage). Of the total, 30 
PSROs cover a whole state, but 
many (including the Bronx PSRO 
referenced in this article) are local 
in scope. All PSROs review care 
provided in hospitals, and 54 also 
review services provided in long- 
term care facilities. 
PSRO’s are charged with: 


e Assuring that health care serv- 
ices are of acceptable professional 
quality; 

e Assuring appropriate utiliza- 
tion of health care facilities at the 
mosi economical level consistent 
with professional standards; 


e Identifying quality and 
utilization problems in health care 
practices and working toward their 
improvement, and 


e Attempting to obtain volun- 


What is a Professional Standards Review Organization? 


tary correction of inappropriate or 
unnecessary practitioner and facili- 
ty practices and, where unable to 
do so, recommending sanctions 
against such practitioners and 
facilities. 

PSROs review the necessity for 
hospital admissions and continued 
stays. In addition, where problems 
have been identified, specific health 
care services (e.g., surgical and an- 
cillary) and practitioners are 
reviewed. PSROs also examine 
patterns of utilization by develop- 
ing and analyzing data on 
facilities, practitioners, and health 
care services. Special quality 
review studies are performed as 
well, 

A National Professional Stand- 
ards Review Council, made up of 
11 physicians of recognized stand- 
ing in the appraisal of medical 
practice, advises the Secretary of 
Health and Human Services on 
PSRO policy and reports to Con- 
gress on its activities. 
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Health Association questioned “the 
excessive amount of responsibility 
given physicians in PSROs.” 

APHA felt that physicians, trained 
mainly in the bio-medical disciplines, 
would be less aware or prone to take 
into consideration sociological and 
environmental factors in their delib- 
erations. 

From the start, nurses have played 
a significant role in the operational 
aspects of review. They examine cases 
subject to review to see if they meet 
physician-set criteria and refer cases 
that do not to physicians for final 
decisions. 

But some nursing authorities have 
expressed the view that the exclusion 
of nurses from full voting PSRO 





fectiveness of non-physician involve- 
ment nationwide and to investigate 
alternative possibilities for its own 
structure. 

Questionnaires were mailed to the 
191 organizations listed in HCFA’s 
July 1978 directory of PSROs (there 
has been little change in the number 
or identity of PSROs nationwide 
since that date—see box). Of these, 
167 were in conditional status and 24 
were at the planning level. The Bronx 
PSRO received responses from 74 
percent, with a somewhat higher pro- 
portion of planning-level PSROs 
responding. PSROs covering single- 
state areas returned the highest pro- 
portion, 83 percent. 

The questionnaire was designed to 





Figure 2. TYPE OF PSRO INVOLVEMENT BY NON-PHYSICIANS 


Non- 
Physician 
Involvement 
No. 


Geographic 
Characteristic 
of PSRO 


Member, 
Board of 
Directors 
No. 


Other 
Types of 
Involvement 
No. % 


Member, 
Advisory 
Board 
% No. % 





Single, state- 


wide area 25 19 


Predominantly 


urban 27 14 


Other (rural, 
urban/rural 


mix) 62 


114 


29 
Totals 


62* 


64% 21 84% 18 72% 


52 12 44 19 70 


47 
54% 


33 
66 


53 
58% 


33 
70 


53 
61% 





*11 (18%) had limited or no voting privileges 


membership represents an attempt by 
physicians to contain the growing 
power of nursing the (largest group of 
health professionals in the United 
States) and to shape the law to a bi- 
ased conception of the proper way for 
health care to be delivered. 

Suitably qualified pharmacists also 
should assume active roles in PSROs, 
many health care experts have said. 
This would help the PSROs delineate 
policies and standards concerning 
drug therapy and utilization review. 


Questionnaires mailed 

In consideration of these strongly 
held views and current federal initia- 
tives, the board of trustees of the 
Bronx PSRO decided to conduct an 
in-depth study of the extent and ef- 





obtain information by type of loca- 
tion served (state-wide, urban, rural, 
or mixed urban and rural) and by 
type of non-physician involvement 
(voting or non-voting membership on 
board of directors, advisory board, 
liaison, peer review, or other, in- 
cluding technical committees). 
Specifics as to personnel composition 
of board membership, if applicable, 
were requested; and each PSRO was 
asked to comment briefly on the bene- 
fits and problems experienced with 
non-physician involvement at the 
board level. 


Statewide involvement highest 
Voluntary inclusion of non-physi- 

cians at the policy-making level was 

the trend. Overall, 80 percent of the 





142 PSROs responding (and all state- 
wide PSROs) indicated some form of 
involvement by non-physicians, 
either other health professionals or 
consumers (see Figure 1) However 69 
percent of the predominantly urban 
areas and 79 percent of the rural or 
rural-urban mix had non-physician 
participation. As expected, health 
professionals were more likely to be 
included than consumers, although 
urban groups had higher proportions 
of consumers than other areas. 


Urban PSKOs are 
more likely to make 
use of non-physicians 
than other geographic 
types. 


Statewide PSROs had the highest 
incidence of non-physician voting 
members of boards of directors, 
while these were found in just over 
half of the urban PSROs (see Figure 
2). In 11 PSROs (statewide and 
other), board attendance by non- 
physicians was allowed, but with 
restricted or no voting privileges. The 
restrictions were related to medical 
issues. 

Among PSROs with non-physician 
participation on advisory boards, 
statewide organizations predom- 
inated, with urban PSROs next in 
likelihood of participation. (Many of 
these PSROs had _ non-physician 
members on their boards of directors 
as well.) 

In terms of participation at other 
levels (committees, liaison, etc.), ur- 
ban PSROs were more likely to make 
use of non-physicians than were other 
geographic types. Among the kinds 
of committees these personnel were 
likely to be assigned to were: data, 
reconsiderations, interagency liaison, 
ancillary services, continuing medical 
education, long-term care, medical 
care evaluation studies, ambulatory 
care, health systems agency, and 
special projects task forces. Non- 
physicians appeared to be used as the 
technical resource pool. 
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What kinds of non-physician per- 
sonnel were most likely to be found 
on PSRO boards of directors and on 
advisory boards? Most frequently 
mentioned on both lists (Figures 3 
and 4) were hospital administrators. 
However, among the other’categories 
of personnel, those most often found 
on boards of directors were found 
least often on advisory boards. 





Non-physician personnel most fre- 
quently found on PSRO advisory 
boards included the technical 
specialties (nurses, record room ad- 
ministrators, social workers, and 
therapists), who conversely rated 
lower in frequency on boards of 
directors. Indeed, some PSROs view 
their advisory boards as their “non- 
physician boards.” 





Figure 3. NON-PHYSICIAN COMPOSITION 
OF PSRO BOARDS OF DIRECTORS 


Categories of Personnel 
on Board of Directors 


PSROs Reporting 





Total Statewide Urban Other 





Hospital administrators 
Dentists/oral surgeons 


Representatives of local hospital 
councils/medical society 


Corporate executives, business- 
men, industrialists, lawyers, 
public relations specialists, 
labor leaders 


Nurses 


Nursing home 
administrators 


State government representatives 


Registered pharmacists 
Psychologists (Ph.D) 

Social workers 

Podiatrists 

Registered record administrators 
Advisory board chairperson 
Consumer representatives 


Number of PSROs with boards of 
directors that include non- 
physicians 


36 6 7 23 
24 2 5 17 
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Non-physician members on PSRO 
boards of directors tended to be in- 
dependent practitioners with levels of 
training somewhat comparable to 
physicians (e.g., oral surgeons and 
other dentists) or personnel who 
might be influential or provide exper- 
tise in policy decisions (hospital ad- 
ministrators, leaders from corporate 
and organized community services, 
and consumers). 





Many benefits found 

When PSROs were asked to 
describe the actual impact in terms of 
advantages and disadvantages of 
non-physician representation, the 
tenor of their response was un- 
mistakable. The PSROs claiming 
benefits (87 percent of PSROs report- 
ing such involvement) well out- 
numbered those citing problems (25 
percent). Of PSROs with non- 





physicians on their boards of direc- 
tors, 77 percent reported benefits and 
23 percent reported problems. 

Most frequently mentioned as a 
benefit was the expansion of the 
PSROs’ scope and productivity 
through inclusion of non-physician 
participants. Non-physicians were 
used by the PSROs as technical re- 
sources in special studies, workshops, 
and development of criteria, par- 
ticularly with respect to long-term 
care, ancillary services, and medical 
care evaluation studies, at the com- 
mittee and peer review levels. 

Another advantage mentioned 
nearly as often was the organizational 
incorporation of multidisciplinary 
representation at the policy- and deci- 
sionmaking levels— mainly the board 
of directors. Input and feedback 
from members representing hospitals 
and consumers, as well as physicians, 
provided a balanced perspective, par- 
ticularly in the areas of hospital 
finances and operations, where par- 
ticipation by hospital management 
representatives proved invaluable. 
Smoother coordination and im- 
plementation of more responsive pro- 
gram plans and changes seemed to 
result. 

Favorable public relations was 
another benefit quite frequently 
reported. Multi-disciplinary represen- 
tation helped promote pro-PSRO at- 
titudes among area institutions and 
associations. The PSRO provided a 
forum for fostering common goals 
and served as an information source 
on legislative changes. 


A number of PSROs reported that 
their participants, whether physi- 
cians, other health care professionals, 
or consumers, saw their involvement 
as an educational opportunity—a 
chance to share information, exper- 
tise, and viewpoints. Participants en- 
joyed mutual respect and teamwork, 
and felt that the continual feedback 
on various sides of issues involving 
hospitals, physicians, and patients 
was educational. 

Some generalized responses were 
grouped together in fifth place among 
the benefits realized from non- 
physician participation. These 
PSROs, all with miultidisciplinary 
boards of directors, commented 
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variously that the benefits were “im- 
measurable,” “too numerous to 
relate,” and “helpful,” and that they 
were “happy with the arrangement.” 


Caliber causes concern 

Of course, some reservations were 
expressed. About 25 percent of the 
respondants cited some problems 
with multidisciplinary representation 
on PSROs (the others either ex- 
perienced no problems, felt it was too 
early to comment, or did not respond 
to the question). 

Dissatisfaction with the caliber of 
the non-physician respresentatives, as 
well as with their selection and utiliza- 
tion, characterized the most often- 
cited problems. In this group of 
responses, the non-physician 
members were seen variously as impa- 
tient or demanding of representation, 
protective of their institutions, unrep- 
resentative of their professional 
groups, displaying insular attitudes or 
self interest, failing to perform liaison 
duties, unavailable, inactive, uninter- 
ested, distrustful of the PSRO, or 
lacking comparable knowledge or in- 
formation. 

Mentioned second most frequently 
was the lack of clarity of roles and 
direction from both the federal level 
and individual area boards. Some 
respondants felt it was unclear how 
non-physician representatives should 
be used or how they were to relate to 
the physician members. According to 
one response, “They knew they 
should be ‘doing,’ but didn’t know 
what they should be doing.” 
Guidelines from HCFA were seen as 
vague, resulting in some false expec- 
tations, limited utilization of the non- 
physician members, and stagnation. 

Third in frequency were complaints 
about the extra costs of adding non- 
physician advisory boards to a 
PSRO’s structure. These related to 
use of staff time in assisting the board 
and its committees, lack of funds for 
reimbursement for travel, possible 
compensation for members’ par- 
ticipation, and other expenses. 

Only 14 PSROs reported problems 
with actual participation by non- 
physician representatives in activities 
of the board of directors. Negative 
experiences mentioned were: physi- 





Figure 4. COMPOSITION OF PSRO ADVISORY BOARDS 


Categories of Personnel 
on Advisory Board 


PSROs Reporting 





Total Statewide Urban Other 





Hospital administrators 
Nurses 

Nursing home administrators 
Medical record administrators 
Dentists/oral surgeons 

Social workers 

Psychologists 

Dieticians 

Respiratory therapists 
Physical therapists 
Registered pharmacists 
Podiatrists 

Occupational therapists 

X-ray technicians 

Medical technicians 

Speech and hearing therapists 
Optometrists 


Other (representatives of federal 
agencies, insurance carriers, 
health systems agencies, etc.) 


Consumer representatives 


Number of PSROs with advisory 
boards 


21 
16 
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cians inhibited in discussion of sen- 
sitive medical issues, physicians 
“turned off’ by inappropriate or inex- 
pert comments, lack of peer status by 
non-physician participants, and 
restrictions on voting by the latter. 


Bronx to expand board 


The Bronx PSRO found the infor- 
mation provided by the survey useful 
in determining its direction concern- 
ing expansion of board membership 
to non-physicians. 

As of this writing, the board of 
directors of the Bronx PSF has 
changed its by-laws to add three non- 





physician members. A dentist and a 
nurse are to be appointed in October, 
each for a three-year term. The third 
non-physician board slot will be filled 
later; it will probably rotate among 
various disciplines— pharmacist, 
laboratory technician, physical 
therapist, social services, etc. 

It is hoped that dissemination of 
the results of this survey will be 
helpful to other PSROs that may be 
contemplating participation by non- 
physicians. It appears that many 
PSROs across the nation have 
already seized the initiative and 
moved toward a miultidisciplinary 
program. * 
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Studying it 


at the National Center 


AMERICANS HAVE LONG 
had a love affair with technology, yet 
many feel a growing uneasiness over 
our ability to control and pay for it. 
Speaking particularly about medical 
technology, Dr. Seymour Perry, 
director of the National Center for 
Health Care Technology says: 

“Our age is wrestling with many 
issues for which there seem no ready 
solutions. The purpose of the Na- 
tional Center for Health Care Tech- 
nology is to address the really difficult 
problems of newly emerging, as well 
as existing health technologies and to 
call upon the best minds available to 
help sort out issues for discussion and 
possible resolution.” 

In 1975, the Congress, concerned 
over the impact of new technologies 
on society, held hearings on the sub- 
ject. Members of the President’s 
Biomedical Research Panel testified 
about the process by which basic 
biomedical research becomes part of 
the health care system. Complicated 
questions of safety, efficacy, and cost 
were linked to even more complex 
questions about the socio-economic 
and ethical impacts of new technolo- 
gies on society. 

New tests, for example, for identi- 
fying neural defects, genetic diseases, 
and certain kinds of mental retarda- 
tion in the developing fetus have 
raised myriad social questions, such 
as who has access to the tests, their 
costs, and who should pay for them. 
There are ethical questions as well; 
e.g., the priorities involved in treating 
two patients—mother and fetus— 
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when decisions concerning cesarean 
delivery must be made. 

Soon after the 1975 Congressional 
hearings, the National Institutes of 
Health formed its Office for Medical 
Applications of Research (OMAR), 
with the objective of seeking “techni- 
cal consensus on the safety and effi- 
cacy of specific medical procedures.” 

During the past three years, 
OMAR has held 28 conferences 
devoted to “consensus develop- 
ment”—gatherings of experts from 
many specialties to air and gain some 
agreement on urgent questions of 
health and treatment. Out of these 
meetings have come recommenda- 
tions on such topics as antenatal 
diagnosis, surgical treatment of 
obesity, and breast cancer screening. 
(Concerning the latter, the conference 
recommendation led to the immediate 
cessation of mammography for 
women under age 50 participating in 
screening programs supported by the 
National Cancer Institute.) 

Common to the reports of all the 
concensus groups has been the recom- 
mendation that more empirical 
evidence is needed about the efficacy, 
risks, and costs of medical procedures 
and technological innovations. Many 
reviews note the paucity of ex- 
perimental studies based on sound 
methodology. 


Mandate: Promote “appropriate use” 

In 1978, Congress took note of the 
situation and legislation establishing 
the National Center for Health Care 
Technology was enacted. Seymour 


Perry, physician and research scien- 
tist specializing in cancer studies, 
was named to head the new center. Its 
staff, now numbering 30, works out 
of the NCHCT offices in the Wash- 
ington suburb of Rockville, 
Maryland. 


Knowledge seeking, 
not regulation, is mis- 
sion of the National 
Center. 


The center’s mandate is to conduct, 
support, and (for the first time) coor- 
dinate within the Department of 
Health and Human Services, assess- 
ments of health care technology. 
These assessments cover not only the 
safety, efficacy, and cost-effectiveness 
of procedures and devices used in 
health care, but also their social, 
economic, and ethical implications. 
The goal is to promote the ap- 
propriate use of diagnostic techniques 
and medical and surgical procedures, 
as well as to promote technological 
innovation. 

“The systematic assessment of 
medical technologies .. . fills many 
with premonitions of bureaucratic 
controls imposed on the development 
and use of technology,” says Dr. 
Perry. “Nothing could be further 
from the truth. The center’s mission is 
knowledge-seeking, not regulation. 
Our primary objective is to provide 





the best possible information con- 
cerning particular health care tech- 
nologies to those who make clinical, 
planning, or reimbursement judge- 
ments about them—not to dampen 
innovation.” 

Health care technology is defined 
broadly as any new or existing 
means —a regimen or a technique —to 
prevent, diagnose or treat disease, or 
to promote health. As health care 
technology has become more sophis- 
ticated, many people have become in- 
creasingly concerned about the 
rapidity with which new technologies 
are added to those in actual use 
within the health care field. 

Part of the uneasiness stems from 
the awareness that biomedical tech- 
nologies shown to be safe and 
efficient under tightly controlled 
laboratory conditions are diffused 
through use within medical practice 
without adequate understanding or 
anticipation of their “real world” im- 
plications. As health care technolo- 
gies become more sophisticated, and 
their impact more complex, society 
needs mechanisms and methodologies 
for their evaluation. 


Criteria include risk, cost, benefits 
How are technologies selected for 
assessment? During the first year of 
the center’s existence, technologies 
were recommended for assessment by 
several sources. Among them: the 
Congress’ Office of Technology As- 


sessment, various departments in the 
Executive Branch, and the center’s 
own advisory group, the National 
Council on Health Care Technology. 
The 18-member council includes 
officials from other federal agencies 
and members of the public, among 
them physicians, economists, 
lawyers, and citizens, along with 
representatives from the national 
councils for Professional Standards 
Review Organizations and health care 
planning agencies. 


To evaluate therapeu- 
tic effectiveness, 
measures of short- 
term outcome are 
needed. 
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The center uses the following 
criteria, authorized by Congress, to 
identify technologies for assessment: 


e Actual or potential risks and 
benefits to patients, associated with 
the use of the technology; 
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e Actual or potential cost of the 
technology; 


e Actual or potential outcome of 
its use; and 


e Particular stage of the 


technology’s development. 


Technologies are categorized by state 
of development, not just in the tradi- 
tional terms of basic research, clinical 
trials, and adoption, but according to 
their stages of validation and diffu- 
sion through the health care system. 
The following categories are used: 


e Emerging technologies— Those 
under development that appear likely 
to be used in the practice of medicine 
within five years; 


e New technologies—Those that 
have passed the stage of clinical trials, 
but have not been widely 
disseminated; and 

e Established technologies — Those 
characterized by their use in the prac- 
tice of medicine, and their possible 
misuse by some of the medical profes- 
sion. 


Having established the factors to 
consider the center relies on the coun- 
cil to provide advice on the selection 
of candidate technologies. 


Assessments of 
socio-economic and 
ethical implications 
are especially impor- 
tant to health care pol- 
icy making. 


Once a technology is identified for 
assessment, an initial planning group 
representing agencies with an interest 
in the technology is formed and 
charged with identifying outside ex- 
perts for the full planning group and 
developing a tentative list of the 
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issues that need to be addressed. The 
planning group recommends what 
form the assessment will take. This 
process may include contracting with 
an outside expert for a full review of 
the literature or scheduling prelimi- 
nary workshops or meeting of con- 
cerned groups and individuals. It 
often culminates in a conference of 
national or international scope. 

One of the center’s responsibilities 
is to furnish advice to the Health Care 
Financing Administration regarding 
the appropriateness of extending 
Medicare coverage to specific items of 
health care or to new medical pro- 
cedures. HCFA must decide whether 
it is “reasonable and necessary” for 
the Medicare program to pay for the 
new technology. Before deciding, 
HCFA seeks the expert analysis and 
review of the center. (The significance 
of technology to Medicare and 
Medicaid is discussed in the accompa- 
nying article.) 


Dental x-rays to knee replacements 
Currently the center has on its list 
of high priority assessments more 
than 30 procedures, among them: 
e Maternal serum alpha feto- 
protein test for detecting fetal neural 
tube defects 


e Coronary bypass surgery 

e Dental x-rays 

e Heart transplants 

e Total hip and knee replacements 

e Treatment of end-stage renal 
disease 

e Cesarean delivery 

e Positron emission tomography 


e Cerebral artery bypass 


The center has identified several 
areas where research is particularly 
needed. These include: methods for 
assessing rapidly changing technolo- 
gies and for determining effec- 
tiveness, risk, benefit, and cost; 
economic evaluations of diagnostic 


procedures; measures of short-term 
outcome for evaluating therapeutic 
effectiveness; improved ways to use 
existing data for technology assess- 
ment; and strategies for information 
retrieval. 

A second group of studies to be 
funded by the center consists of in- 
dividual assessments that focus on 
particular aspects of a technology. 
Such aspects may include its safety or 
effectiveness, or the socio-economic 
and ethical implications, which are 
especialiy important to health care 
policymaking. 


The center solicits 

the active participation 
of every segment of 
the health care 
community. 


How will the results of assessments 
reach the medical, scientific, plan- 
ning, and reimbursement communi- 
ties? Some of the center’s $3 million 
budget will go into a dissemination 
program. Monographs, overviews, 
and other studies will be published; a 
newsletter will be issued regularly, 
and publication of proceedings will 
follow all large conferences. 

Dr. Perry is optimistic that the 
medical professional societies, the 
research community, and the health 
care industry will cooperate with the 
center. He says: 

“In my view, the activities of the 
center provide an opportunity for the 
private sector to work closely with the 
federal government in evaluating 
health care technology. The center 
needs and solicits the active participa- 
tion of every segment of the health 
care community, from the researcher, 
the practicing physician, and repre- 
sentatives of industry, to the patient 
receiving the benefits a new technolo- 
gy offers.” 





TECHNOLOGY 


WHAT ISSUES DOES THE USE 
of new health care technologies raise 
for the Health Care Financing Ad- 
ministration? Is there too much or 
too little medical technology? In fact, 
there are no analytical or clinical 
standards with which to make such 
across-the-board judgments, nor are 
they likely to exist soon. 

Nevertheless, health costs continue 
to rise rapidly, and capital invest- 
ment, including technology, is a ma- 
jor contributor to these escalating 
costs. In some instances, the costs of 
new equipment are not justified by 
the benefits patients receive nor by the 
number of patients who are able to 
receive those benefits. 

The availability of capital financing 
for purchase of new technology and 
third-party reimbursements for its 
clinical use, combined with the recep- 
tiveness of physicians, hospitals, and 
patients to new and more 
sophisticated diagnostic and 
therapeutic techniques, all guarantee 
a ready market for new medical 
technology. 


Physicians are committed to doing 
all that is possible to seek a proper 
diagnosis and cure; hospitals wish to 
provide state-of-the-art medicine to 
attract physicians and to grow; and 
patients take advantage of all 
available services and procedures to 
find out what is wrong and to get 
well. 

In the American health care 
system, the primary responsibility for 
making decisions and for appropriate 
application of technology is between 


Rarer ner 


Paying for it 
through Medicare 


provider and patient. There is no 
built-in sense of responsibility to the 
general economy, no institutionalized 
sense of obligation or accountability 
for total costs. 

There are, however, federal pro- 
grams that influence the distribution 
and use of medical technology. Most 
notable among these are the health 
planning and Professional Standards 
Review Organization programs, both 
administered by the Department of 
Health, Education, and Welfare (now 
HHS). (Editor’s note: The PSRO pro- 
gram is defined and discussed in 
another article in this issue.) 


In some instances, 
costs of new equip- 
ment are not justified 
by benefits patients 
receive. 


The health planning program has 
addressed the problem of health care 
technology chiefily through 
certificate-of-need review, which was 
made mandatory under law, and 
through the development of state and 
regional health plans. Some of the 
latter are specific as to the distribu- 
tion and utilization of high-cost 
medical technology. Throughout the 
country, health systems agencies and 
state agencies are beginning to imple- 
ment a third authority, ap- 
propriateness review, that has the 


a i 


potential to influence the distribution 
of medical technology. 


Taken together, however, the plan- 
ning and PSRO programs do not 
represent a coordinated or complete 
structure, through which the govern- 
ment can deal with the introduction 
of new technology. To be effective 
persuaders, PSRO’s, in particular, 
need a source of consensus informa- 
tion about technological ad- 
vancements. In response to the need 
for coordination and growing con- 
cerns regarding appropriate applica- 
tions of new technology, the Con- 
gress in 1978 established the National 
Center for Health Care Technology. 


The Health Care Financing Ad- 
ministration has a special concern for 
the diffusion of new technology, 
because of the impact such 
technology has on the delivery of care 
to the beneficiaries of HCFA’s pro- 
grams and on the total expenditures 
for such programs. For example, 
Medicare and Medicaid fund 40 per- 
cent of hospital costs, which are 
greatly affected by technology 
changes. To date, HCFA’s primary 
involvement with issues of advanced 
technology has been through the 
Medicare program, which is ad- 
ministered nationally by contractors 
using policies developed by HCFA. 
There are two generic types of policy 
decisions that HCFA must make: 





This article was prepared from material developed 
earlier this year by staff of HCFA’s Bureau of Pro- 


gram Policy. 
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e Coverage—Whether or not an 
item or service is one for which 
Medicare can pay, and 

e Reimbursement—How much is 
it appropriate for Medicare to pay for 
a covered item or service? 


A brief discussion of these policy 
issues follows. 


Coverage: Acceptance the key 

The major authority in the 
Medicare law for dealing with 
coverage of technology is an exclu- 
sion that prohibits payment for items 
and services that are not “ 
reasonable and necessary for the 
diagnosis or treatment of an illness or 
injury . . .” The provision has been in 
the law since its inception and has 
been used to deny payment of claims 
for items and services that are not: 


e Safe and effective (either in general 
or for specific indications); 


e Reasonable or medically necessary 
in a particular case, and 


e Furnished in an appropriate set- 
ting. 


HCFA has based national policy 
determinations not to cover pro- 
cedures or items of questionable 
value on this exclusion. In the past, 
the Medicare program applied this 
criteria to permit payment whenever 
an item or service gained general ac- 
ceptance in the medical community. 
Payment was denied only if there was 
not general acceptance; if there was 
convincing scientific evidence that an 
item or service was unsafe or ineffec- 
tive; or, in the case of new, unusual, 
or experimental items and services, if 
there was no real scientific evidence 
either way. 

Thus, HCFA’s response to 
coverage issues has been primarily 
reactive. Medicare carriers, lacking 
the resources to make determinations 
about certain items and _ services, 
would often approve physician claims 
for new, little known, or unproven 
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procedures. Even the contractors’ 
medical consultants might be unable 
to offer informed opinions. 

The current procedures for making 
coverage decisions work as follows: 
When HCFA receives a coverage 
question relating to technology, the 
agency evaluates it and seeks opinions 
internally as to whether payment 
should be made. If a decision can be 
made at this juncture on the basis of 
existing policy or prior expert advice, 
the contractor is so advised. But if no 
conclusive answer can be developed 
by program staff, the matter is refer- 
red to a panel of HCFA physicians. 
This panel determines whether the 
issue is one of national policy. (If not, 
the contractor is informed of HCFA’s 
medical opinion and instructed to 
deal with the claim on the basis of 
that.) 

If, however, a national issue is in- 
volved, HCFA refers the issue to the 
National Center for Health Care 
Technology for a finding as to safety 
and efficacy. The center, after re- 
searching the literature, and con- 
sulting within the Public Health Ser- 
vice and with outside groups as 
necessary, gives HCFA a finding as to 
whether and for what indications the 
item or service is reasonable and 
necessary. Then HCFA makes its 
coverage determination and _ pro- 
mulgates a coverage rule that is incor- 
porated in the program manuals used 
by the Medicare contractors. 


Limiting new, complex procedures 

General coverage determinations 
of this kind may not be adequate to 
deal with the challenge HCFA faces 
as a result of the pace of technology 
change and the complexity of new 
procedures. In order to deal flexibly 
and responsibly with this challenge, 
HCFA is exploring the appropriate- 
ness of making “limited” coverage 
determinations that permit reim- 
bursement only under specified condi- 
tions, in certain circumstances and 
for specific purposes. 


For example, for certain new and 
complex procedures, HCFA may 
conclude that consideration of 
“reasonableness” and “necessity” war- 
rants a restriction on Medicare 
coverage to those circumstances 
where it has been demonstrated that 
they can be performed safely and 
effectively. This is particularly impor- 
tant in the light of recent studies 
showing that certain surgical pro- 
cedures can be performed safely and 
efficiently only when the surgeon, 
team, or hospital does them with 
some frequency. 

HCFA has also been asked to con- 
sider a second kind of limited 
coverage determination, applicable in 
situations where it must find out what 
conditions are necessary to insure 
safety and effectiveness. Under this 
proposal the agency would make 
limited investigational coverage 
determinations, which would enable 
Medicare payment to be made under 
specified constraints, while informa- 
tion is being gathered. HCFA is cur- 
rently evaluating the legality and 
feasibility of this suggestion. 

The issue of limited investigational 
coverage determinations grew out of 
efforts to grapple with a new, tongue- 
twisting procedure: percutaneous 
transluminal coronary angioplasty. 
PTCA is being used to treat blockage 
of coronary arteries. The procedure 
involves the use of a catheter with a 
tiny balloon in the end of it to open 
blocked arteries.Proponents of the 
procedure assert that it is much less 
drastic than coronary bypass surgery 
and achieves a similar result. 


HCFA’s current position is that it 
cannot cover PTCA, because no 
medical evidence is available to prove 
it safe and effective. When HCFA re- 
quested a medical finding from 
NCHCT, it was learned that current 
data on the procedure simply do not 
exist. NCHCT has asked HCFA 
whether it could provide for in- 
vestigational trials to learn more 





about the safety, efficacy, and cost 
effectiveness of the procedure. Never 
before has Medicare undertaken such 
an investigational trial. 

The issues raised by PTCA are im- 
portant. If HCFA demands clinical 
proof of efficacy before extending 
coverage, does it have a responsibility 
to support efforts to produce that 
proof, if it is not already available? Is 
it appropriate for a financing agency 
to invest in limited investigational 
trials? Does HCFA have the authori- 
ty to pay for a procedure at a time 
when its safety and efficacy have yet 
to be established? 


For coverage of cer- 
tain new procedures, 
Medicare translates 
‘reasonable’ and 
“necessary” to mean 
‘safe and effective.” 


HCFA is currently developing a 
proposed regulation that would 
broaden the consideration involved 
in coverage determinations beyond 
safety and efficacy. In doing this, the 
agency will rely heavily on NCHCT 
for development of appropriate 
criteria. When criteria are developed, 
they will be published in a Federal 
Register notice and comments 
solicited from the public and the 
medical profession. The guiding 
philosophy will be to provide 
coverage where new procedures can 
be performed safely, efficaciously, 
and efficiently. 


Reimbursement: Is it reasonable? 
The payment provisions of both 
the hospital insurance and sup- 
plemental medical insurance pro- 
grams of Medicare specifically in- 
clude a test of reasonableness. Part A 
mandates payment to hospitals on the 
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basis of “reasonable cost,” while Part 
B requires payment to the physician 
be based on “reasonable charge.” 
Thus, HCFA has the authority to 
limit payment when charges or costs 
are not reasonable. This is normally 
done by giving the contractors 
guidance in the form of recom- 
mended reimbursement “screens” or 
tests. 

HCFA is now developing an im- 
portant regulation that would state 
and clarify HCFA’s authority to set 
special national or regional reason- 
able-charge limitations for payments 
to physicians under Part B of the 
Medicare program. This regulation 
would establish payment screens, or 
levels above which the program 
would not pay. 

These screens would be set so that 
payment would be sufficient only if 
procedures were performed in an 
efficient manner. The regulation will 
affect both the distribution and use of 
advanced technology. It would en- 
courage only providers who have 
sufficient volume to operate safely 
and efficiently to undertake major 
capital investments for new 
technology. 

It should be recognized, however, 
that there are many formidable 
obstacles to HCFA’s efforts to come 
to grips with the impact of new 
technology. 


Scanning the bill for a CT scanner 

One question is whether Medicare’s 
existing claims-based payment system 
will permit full application of the 
principles of coverage and reimburse- 
ment already developed. Under Part 
B, new procedures and services are 
usually identified on the physician’s 
or surgeon’s claim. 

Under Part A, however, there is a 
much greater potential for the use of 
new technology to go unnoticed on 
the hospital’s bill. A CT scan, for ex- 
ample, might show up on the hospital 
bill as “radiology,” while charges for 
computer-read EKG’s might be listed 


as “laboratory.” If the existing system 
is to work effectively and if the rela- 
tionship between specific technologies 
and health care costs is to be under- 
stood, hospital bills must carry more 
detailed information. 

Nonetheless, it is reasonable to 
question whether a system can be 
developed for gathering the necessary 
information that would not cost more 
than it is worth. 

Another problem is simply keeping 
up with the pace of change and the 
growing number of coverage and re- 
imbursement decisions that need to 
be made. HCFA’s list of currently 
pending issues includes PTCA, heart 
transplantation, psychosurgery, 
intra-ocular lenses, home use of ox- 
ygen, transsexual surgery, heart 
transplants, bilateral carotid body 
resection, and many others. 


Moreover, there are a number of 
new technologies coming down the 
road. One is the positron emission 
transverse tomography, or PETT, 
scanner. It creates a much more 
detailed three-dimensional image 
than the CT scanner and is vastly 
more complex and expensive. To 
date, there are only a few PETT scan- 
ners in this country, all supported 
under grants from the National In- 
stitutes of Health. 

Given the current Medicare reim- 
bursement system, there is a ready 
market among physicians, hospitals, 
and patients for the new technology. 
In the absence of intervention, diffu- 
sion of such equipment and proce- 
dures is virtually guaranteed. HCFA 
prefers to intervene as little as possi- 
ble in day-to-day clinical and ad- 
ministrative decisions. 


The realities of the health sector, 
however, dictate that HCFA make 
decisions regarding specific medical 
technologies where reimbursement is 
involved. Beyond that, HCFA has‘a 
strong obligation to use its program 
dollars in ways that will help improve 
American’s health delivery system. @ 
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Medicare expands 
coverage of 


ambulance services 


Medicare coverage of ambulance 
services for hospitalized patients 
would be expanded under proposed 
regulations recently published by the 
Department of Health and Human 
Services. 

Current regulations provide 
coverage for ambulance transporta- 
tion, under certain circumstances, 
only to another hospital, to a skilled 
nursing facility, or to the beneficiary’s 
home. 

Cost of transporting a patient by 
ambulance to such facilities as clinics, 
therapy centers or physicians’ offices, 
would be paid by Medicare, if the 
purpose is to obtain necessary 
diagnostic or therapeutic services not 
available at the hospital in which the 
beneficiary is a patient. 





Nursing home patients get 
help in protecting funds 


To prevent misuse of patients’ 
funds received for safekeeping, and 
to document that adequate measures 
are taken to protect the funds, the 
Department of Health and Human 
Services is adopting new regulations 
requiring skilled nursing facilities and 
intermediate care facilities to inform 
patients that they are entitled to have 
their funds protected. 

Howard Newman, Administrator 
of HCFA, says, “The personal assets 





of our beneficiaries must be carefully 
guarded from those who might take 
advantage of vulnerable patients in 
these institutions. These regulations 
will require nursing homes to main- 
tain a system for handling patients’ 
funds in a manner that ensures that 
those funds are separately and fully 
accounted for and not commingled 
with facility funds.” 

Under the regulations, which 
become effective October 22, all pa- 
tient funds in excess of $150 must be 
deposited in an interest bearing ac- 
count. The facility is required to keep 
a written record of all financial trans- 
actions regarding a patient’s funds, 
allow the patient reasonable access to 
that record, and provide the patient 
with a summary statement of his or 
her account at least quarterly. 


New nursing homes need 
automatic sprinklers, 
HCFA to require 


New nursing homes would have to 
have automatic sprinkler systems in 
order to participate in Medicare and 
Medicaid, according to a proposed 
rule published recently by the Health 
Care Financing Administration. The 
requirement would affect any skilled 
or intermediate care facility for which 
final building plans are approved by 
the state 90 days after the regulation 
becomes final. 

“This addition to our present fire 
safety requirements will raise the level 
of protection for nursing home pa- 
tients,” says HHS Secretary Patricia 
Roberts Harris. 

The department also has adopted a 
new fire safety evaluation system that 
will help to reduce the cost of requir- 
ing sprinkler systems in new homes. 
Developed by the National Bureau of 
Standards, the FSES allows hospitals 
and nursing homes participating in 
Medicare and Medicaid to comply 
with the life safety code of the Na- 





tional Fire Protection Association by 
selecting from a variety of alter- 
natives which provide an equal 
measure of fire safety. 


Every year, approximately 700 new 
nursing facilities seek to participate in 
Medicare and Medicaid. Approx- 
imately three-fourths of these new 
facilities fall under existing federal 
and state requirements for sprinklers. 
The proposed regulation would ex- 
tend the federal requirements to the 
remaining one-fourth at a cost 
estimated at less than $10 million a 
year. 


New rule would permit 
PSRO consolidation. to 
improve efficiency 


To increase efficiency of Profes- 
sional Standards Review Organiza- 
tions, the Department of Health and 
Human Services has proposed regula- 
tions to permit consolidation of small 
PSRO areas and add cost effec- 
tiveness as a consideration in 
designating PSRO areas. Standards 
for cost effectiveness will include the 
geographic size of the PSRO areas 
and numbers of providers and 
hospital discharges. 

The proposed regulations are ex- 
pected to reduce the overall costs of 
PRSO review of health care services 
by almost $4 million in the first year. 
Consolidation of areas in Maryland, 
Ohio, and California, now under 
consideration, would result in a 
reduction of four or five areas. Addi- 
tional savings are expected as other 
consolidations are achieved over the 
next two to three years. 

“We expect favorable reaction to 
our efforts to reduce PSRO program 
costs,” says HCFA Administrator 
Howard Newman. “We believe that 
PSROs generally recognize the need 
for some area consolidation and we 
intend to work with them to en- 
courage voluntary consolidation.” 
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